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TRANSFER AGENTS, AND 
REGISTERED CLEARING 
AGENCIES PRIOR TO JULY 


PROPOSED AMENDMENTS 


OF SECTION 240.17a-3 AND 
SECTION 240.17a-4 IN OR- 
DER TO ESTABLISH SUITA- 
BLE RECORDKEEPING RE- 
QUIREMENTS FOR MUNICI- 
PAL SECURITIES BROKERS 
AND MUNICIPAL SECURI- 
TIES DEALERS WHILE ELIM- 
INATING THE NEED TO 
COMPLY WITH MORE THAN 
ONE SET OF RECORD- 
REERING RULES: 30% 2s 


ADOPTION OF CERTAIN 
AMENDMENTS TO RULE 
15c3-1 THE UNIFORM NET 
CAPITAL RULE, UNDER THE 
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ACT OF 1934. THE AMEND- 
MENTS CONTINUE THE 
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CAPITAL RULE PERTAINING 
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istrant, and knew or should 
have known that the salesman 
was using those accounts to 
convert customers’ money to 
his own use, held, in public 
interest to revoke proprietor’s 
registration and to bar him 
from association with any 
other broker or dealer, with the 
proviso that he may after the 
lapse of a specified period ap- 
ply to the Commission for per- 
mission to become so associ- 
ated in a non-supervisory ca- 
pacity upon a showing that he 
will be adequately supervised 
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34-13115 ARNOLD M. AXELROD 
Where vice president of 
member of registered sec- 
urities association shared re- 
sponsibility for firm’s failure to 
comply with net capital re- 
quirements, an effort to con- 
ceal that failure, and deficient 
supervision, he/d, associa- 
tion’s findings of violation sus- 
tained, but sanction of total 
bar modified, in light of vice 
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violations related to his man- 
agerial responsibilities ....... 1325 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13093/December 22, 1976 


The Securities and Exchange Commission has issued an 
order pursuant to Section 12(d) of the Securities Exchange 
Act of 1934 granting the application of Hoover Ball and 
Bearing Company to list its common stock, par value $1.00 
per share, and 8%/s% sinking fund debentures, due April 1, 
1996, on the New York Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13094/December 22, 1976 


The Securities and Exchange Commission has issued an 
order granting the request of the Pacific Stock Exchange, Inc. 


for unlisted trading privileges in the common stock of Houston 
Oil & Minerals Corp. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13095/December 22, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-76-28 
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The American Stock Exchange, Inc. (“Amex”) submitted on 
December 13, 1976 a proposed ruie change under Rule 19b- 
4 to amend Amex Rules 900(b)(26), 910, 915, 917, and 958 
to permit selected securities that are primarily traded in the 
over-the-counter market to underlie options traded on the 
Amex. 


Publication of the submission is expected to be made in the 
Federal Register during the week of December 27, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
twenty-one days from date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-Amex-76-28. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13096/December 22, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE NEW ENGLAND SECURITIES DEPOSITORY TRUST 
COMPANY (File No. SR-NESDTCO-76-1) 


The New England Securities Depository Trust Company 
(“NESDTCO”) submitted a proposed rule change on Decem- 
ber 9, 1976, pursuant to Rule 19b-4 under the Act, to permit 
deposits of securities with NESDTCO to collateralize options 
transactions with The Options Clearing Corporation. 


Publication of the submission is expected to be made in the 
Federal Register during the week of December 27, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty-one 
days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capito! Street, 


Washington, D. C. 20549. Reference should be made to File 
No. SR-NESDTCO-76-1. 


Copies of the submission, with accompanying exhibits, and of 
all written comments will be available for public inspection at 
the Securities and Exchange Commission's Public Reference 
Room, 1100 L Street, N.W., Washington, D. C. Copies of the 
filing will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. Release No. 13097/December 22, 1976 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19819/December 22, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9582/December 22, 


Stock Appreciation Rights 


The Securities and Exchange Commission today announced 
that it has adopted certain amendments to Rule 16b-3 [17 
CFR 240.16b-3] and Rule 16a-6(c) [17 CFR 240.16a-6(c)| 
under Section 16 of the Securities Exchange Act of 1934 
(“Exchange Act”) {15 U.S.C. 78a et seq., as amended by 
Pub. L. No. 94-29 (June 4, 1975)] relating to stock apprecia- 
tion rights and certain other matters. Among other things, the 
amendments adopted today will provide a “safe harbor’ from 
Sections 16(a) and 16(b) of the Exchange Act for certain 
transactions involving cash settlements of stock appreciation 
rights. In addition, the amendments will clarify the conditions 
for the availability of Rule 16b-3 and refine certain terminol- 
ogy and definitions used in the rule. 


Notice of the proposed amendments was published on April 
23, 1976 in Securities Exchange Act Release No. 34- 
12374 [41 FR 19983]. Many helpful comments were received 
from the public regarding the proposed amendments, and the 
Commission has given careful consideration to those com- 
ments in formulating the final revisions. 


SECTION 16 AND RELATED RULES 

Section 16 of the Exchange Act and corresponding provisions 
of the Public Utility Holding Company Act of 1935 [15 U.S.C. 
79a et. seq., as amended by Pub. L. No. 94-29 (June 4, 
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1975)] and the Investment Company Act of 1940 [15 U.S.C. 
80a-1 et seq., as amended by Pub. L. No. 94-29 (June 4, 
1975)] are designed to provide other security holders and 
investors generally with information on insider securities 
transactions and holdings and to prevent insiders from un- 
fairly utilizing confidential information to profit from short-term 
trading transactions in an issuer's securities. 


Section 16(a) requires every person who beneficially owns, 
directly or indirectly, more than 10 percent of any class of 
equity security which is registered under Section 12 of the 
Act, or who is a director or an officer of the issuer of any such 
security, to file statements with the Commission disclosing 
the amount of all equity securities of the issuer of which he is 
the beneficial owner and changes in such ownership. 


Section 16(b) states in general that any profit realized by 
such officer, director or 10-percent holder realized from any 
purchase and sale, or any sale and purchase, of any equity 
security of such issuer within any period of less than six 
months shall inure to and be recoverable by the issuer. 


Rule 16b-3 exempts from Section 16(b), among other things, 
acquisitions of stock and nontransferable options pursuant to 
certain employee benefit plans. This exemptive rule reflects 
the Commission’s recognition that under many such plans 
which provide for acquisitions at least every twelve months 
any sale would necessarily be within six months of one of the 
acquisition transactions. Thus, if the acquisitions were not 
exempt from Section 16(b), the legitimate use of such plans 
as a method of executive compensation would be largely 
frustrated. Further, since the amount of benefits and the 
persons eligible to receive them must, in order to qualify for 
the exemption, be determined by persons not eligible to 
participate, the opportunity for abuse is slight. 


Rule 16a-6(c) provides that a statement pursuant to Section 
16(a) need not be filed with respect to the acquisition, 
expiration or cancellation of any non-transferable qualified, 
restricted or other stock option granted by the issuer of the 
securities to which the option relates, pursuant to a plan 
provided for the benefit of its employees and employees of its 
affiliates, if the plan meets the conditions specified in Rule 
16b-3. 


STOCK APPRECIATION RIGHTS 


The principal purpose of the amendments adopted today is to 
provide an exemption from Sections 16(a) and 16(b) of the 
Exchange Act for certain transactions in stock appreciation 
rights (SARs). Generally, a stock appreciation right entitles a 
person to receive an amount (payable in cash, securities or 
any combination thereof) equal to the change over a speci- 
fied period of time of any one or more measures of apprecia- 
tion or increase in the value of the equity security to which 
such right relates. Some of the standards used in determining 
the amount -to which a person is entitled under a stock 
appreciation right are market value, book value, net earnings, 
net worth, dividends or similar factors. 
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It has become apparent to the Commission that there is a 
great deal of concern and uncertainty in the business com- 
munity with respect to the status of stock appreciation rights 
under Section 16 of the Exchange Act. The concern in this 
area apparently is based on the possibility that the settlement 
of a stock appreciation right for cash may be deemed to 
involve a purchase of stock which is simultaneously sold to 
the issuer in a cash sale. Under such a theory, any profit on 
the transaction realized by the director or officer would be 
recoverable by the issuer under the provisions of Section 
16(b).1 Accordingly, absent an exemption from Section 16(b), 
stock appreciation rights which are payable in cash would, 
under this theory, essentially be worthless as a means of 
executive compensation. 


In view of the foregoing, and considering that ‘[{t]he risk of 
speculative abuse is no greater with SARs than the risk 
associated with the exercise of a typical stock option,”? the 
Commission has determined to amend Rules 16b-3 and 16a- 
6(c) so that stock appreciation rights will be treated in the 
same way that stock options are treated under those rules. 
This has been done pursuant to the Commission's authority 
in Section 16(b) to exempt by rule any transaction not 
comprehended within the purpose of that section. Specifi- 
cally, the Commission believes that the conditions which it 
has established in revised Rule 16b-3 relating to cash 
settlements of stock appreciation rights are such that settle- 
ments of stock appreciation rights are such that transactions 
satisfying those conditions are not comprehended within the 
purpose of Section 16(b). 


The Commission’s action in revising Rule 16b-3 in order to 
provide a “safe harbor’ for certain transactions in stock 
appreciation rights should not be construed as a statement by 
it that SAR transactions which do not satisfy the conditions of 
the rule necessarily are subject to Section 16(b). In this 
regard, the Commission wishes to emphasize that because of 
the unsettled legal status of stock appreciation rights under 
Section 16, it is expressing no view as to the applicability of 
that section to transactions in stock appreciation rights that 
are outside the scope of Rule 16b-3, and no inference in that 
connection should be drawn from the Commission's actions 
today. 


Transactions Covered by the Exemption 


In creating a limited exemption for stock appreciation rights, 
the Commission has added a new paragraph (e) to Rule 16b- 
3 dealing solely with transactions in such rights. The para- 
graph exempts from Section 16(b) 


Any transaction involving the exercise and cancellation 
of a stock appreciation right issued pursuant to a plan 
(whether or not the transaction also involves the related 
surrender and cancellation of a stock option), and the 


receipt of cash in complete or partial settlement of that 
right. . . 


The exemption, however, will be available only if all of the 














conditions specified in the paragraph and in the other parts of 
the rule are satisfied. 


In response to the public commentary, the amended rule has 
been broadened to cover many more types of transactions 
involving stock appreciation rights than would have been 
covered under the rule as proposed in Release No. 34- 
12374. In the proposed version, the exemption would have 
been limited only to those transactions involving a stock 
appreciation right granted in tandem with a stock option. 
Many of the commentators pointed out, however, that by so 
restricting the exemption the Commission would effectively 
freeze out the many plans that involve a simple award of 
cash in settlement of a stock appreciation right without 
reference to any stock options. Since there appears to be no 
valid reason for discriminating against these other types of 
plans, the Commission has revised paragraph (e) so that it 
will apply to almost all transactions involving the settlement of 
stock appreciation rights, assuming the other conditions of 
the rule are satisfied. 


The conditions in the amended rule that are specifically 
applicable to transactions in stock appreciation rights are 
designed to prevent the unfair use of inside information in 
connection with such transactions. Each of these conditions 
is discussed below in the order in which it appears in the rule 


(1) Information About the Issuer 


Under subparagraph (e)(1) of the revised rule, the issuer of 
the stock appreciation rights will be required to have filed all 
reports required under Section 13 of the Exchange Act for at 
least one year immediately prior to the settlement of the SAR. 
In addition, the issuer must regularly release on a quarterly 
and annual basis summary statements of sales and earnings. 
These two conditions are intended to provide some degree of 
assurance that the amount of inside information about the 
issuer will be kept to a minimum through the regular release 
of information to the public. 


The condition concerning the regular publication of summary 
financial data will be deemed satisfied, according to the rule, 
if the financial data appears: (a) on a wire service, (b) in a 
financial news service, (c) in a newspaper of general circula- 
tion, or (d) is otherwise made publicly available. Item (d) was 
inserted in the rule in recognition of the fact that an issuer has 
no control over whether a wire service, financial news serv- 
ice, or newspaper of general circulation publishes the finan- 
cial data released to it. Therefore, in the event the financial 
data is not published by any of the entities mentioned above, 
the condition as to publication will be considered satisfied if 
the data is simply made publicly available. 


In complying with the requirement that summary financial 
information be released on a regular basis, it will be neces- 
sary for an issuer to publish summary statements of sales 
and earnings for each of the first three quarters of its fiscal 
year, and an annual statement of sales and earnings on a 
summary basis after the close of the fourth quarter. The form 


and content of these summary statements will be left to the 
discretion of each issuer. 


(2) Limitation on the Right and Any Related Option 


In Release No. 34-12374, the Commission proposed the 
adoption of four separate limitations on both the stock 
appreciation rights covered by the rule and any related stock 
options. These limitations would have restricted the price of 
any stock options relating to exempt stock appreciation rights, 
the exercise date and transferability of such options and 
rights, and the date upon which the value of the stock 
appreciation rights could be determined. 


The majority of those who commented on the four proposed 
limitations questioned their relevance to the objectives of 
Section 16(b) and recommended that some or all of them be 
deleted from the amended rule. After reconsidering the 
various limitations in light of the public comments, the Com- 
mission has determined to delete two of them from the 
revised rule. The two deleted items, which related to the price 
of any stock option granted in tandem with a stock apprecia- 
tion right and the date for determining the value of the stock 
appreciation right, would appear to have a minimal preventive 
effect on the speculative abuse of inside information. Accord- 
ingly, they are not deemed necessary for inclusion in the 
amended rule. 


In addition to the two items referred to above, a third 
limitation, which would have restricted the transferability of 
stock appreciation rights and any related stock options, also 
has been deleted from subparagraph (e)(2) on the ground it 
is essentially duplicative of a similar provision in subpara- 
graph (d)(1)(ii) of the revised rule, which relates to all plans 
covered by the rule. 


The sole limitation of those originally proposed that has been 
retained in subparagraph (e)(2) of the amended rule is one 
which will limit the date of exercise of any stock appreciation 
right ot related stock option that is subject to the rule. The 
Commission had proposed in Release No. 34-12374 that 
such options or rights not be exercisable during the first year 
of their term. In response to the comments, which indicated 
that a one-year limit on exercisability was excessively restric- 
tive, and in light of the fact that Section 16(b) prohibits 
matching purchases and sales for only a six-month period, 
the limitation on the date of exercise has been reduced to six 
months. In addition, the provision relating to this limitation has 
been revised to state that it will not be applicable in the event 
the officer or director to whom the stock appreciation right 
was granted dies or becomes disabled prior to the expiration 
of the six-month period. 


(3) Administration of the Plan 

Subparagraph (e)(3) of the amended rule contains certain 
conditions that must be complied with in connection with the 
adminisiration of the plan under which the stock appreciation 


rights are issued. The first of these conditions requires that 
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the plan be administered by either the Board of Directors, a 
majority of which must be disinterested persons and a 
majority of the directors acting on plan matters must be 
disinterested persons, or by a committee of three or more 
persons, all of whom must be disinterested persons. This 
condition parallels a similar condition in paragraph (b) that is 
generally applicable to all other plans under the rule. 


In its adopted form, the above requirement is somewhat 
different from the one originally proposed in Release No. 34- 
12374. As proposed, the condition would have required that 
the SAR plan be administered only by a committee of the 
Board of Directors designated for the purpose. The com- 
ments indicated that there were two major problems with this 
provision. First, relatively few plans are administered by a 
committee of the Board, with the result that many existing 
plans would have to be amended to comply with this condi- 
tion. Second, the proposed condition did not require that the 
administrators of the pian be disinterested persons, thereby 
omitting an important safeguard that is applicable to other 
plans covered by the rule. In light of these comments, the 
Commission has revised the provision relating to the adminis- 
trators of the plan in the manner indicated in the preceding 
paragraph. 


Subparagraph (e)(3) also requires that the Board or commit- 
tee which administers the plan must have sole discretion 
either (a) to determine the form in which payment of the right 
will be made (i.e., cash, securities, or any combination 
thereof), or (b) to consent to or disapprove the election of any 
plan participant (assuming he has the right to make such an 
election) to receive cash in full or partial settlement of the 
right. This condition is intended to assure that the disinter- 
ested administrators will have final control over the form in 
which payment of the stock appreciation right will be made. 


With respect to the election by the participant concerning the 
form of payment of the stock appreciation right, the provision 
also has been revised to require that such election be made 
during the period beginning on the third business day and 
ending on the twelfth business day following the date of 
release of the summary financial data disseminated on a 
quarterly basis by the issuer pursuant to subparagraph 
(e)(1).3 In effect, this condition provides a 10-day “window” 
period each quarter for the participant to make his election. 
The window period is tied to the release of financial data to 
the public in order to assure that the participant's election will 
be made during a period when there is a minimal amount of 
inside information about the issuer's operating results that is 
unavailable to the public. 


While the election of the participating director or officer 
concerning the form of payment of his SAR must be made 
during the window period mentioned above, the determina- 
tion of the administrators of the plan to either consent to or 
disapprove the participant's election may be given at any time 
after such election is made. Thus, it will not be necessary for 
the administrators to issue their consent or disapproval during 
the 10-day window period. 
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It also should be understood that the rule does not contem- i 
plate that the administrators of the plan will give advance 
consents, or conditional advance consents, to the election by 
participants concerning the form of payment of the stock 
appreciation right. The review of the participant's election by 
disinterested administrators is one of the principal protective 
features of the rule, and the giving of advance consents } 
would limit the effectiveness of this feature. Accordingly, such } 
consents will not satisfy the requirements of subparagraph 

(e)(3) of the rule. 





(4) Compliance With Other Conditions of Rule 16b-3 


Subparagraph (e)(4) of the revised rule states simply that the 
plan under which the stock appreciation rights and any 
related stock options are granted must satisfy all of the 
conditions of Rule 16b-3, including those specified in para- e 
graphs (a), (b), (c) and (d) of the rule. This provision basically 

is unchanged from the form in which it was proposed for 
comment. 


(5) Limit of the Exemption 


In Release No. 34-12374, the Commission had proposed to 
insert a Note after the lead-in segment of paragraph (e) 
stating essentially that nothing in the paragraph provides an 
exemption from Section 16(b) for the acquisition of stock 
upon the exercise of a stock appreciation right or a stock 
option. The proposed Note was intended to codify certain 
views previously expressed by the Commission's Division of 
Corporation Finance concerning stock appreciation rights. 
Although the Note itself has been deleted from the rule, its 
substance has been retained in a new subparagraph (e)(5) of 
the rule. Therefore, the new subparagraph makes it clear that 
the acquisition of stock upon the exercise of a stock apprecia- 
tion right or stock option is not exempt from the provisions of 
Section 16(b). 





CLARIFICATION OF THE RULE’S APPLICABILITY 


The comments from the public indicated that there was some 

confusion over the Commission’s proposal to amend the - ' - 
introductory paragraph of the rule concerning the types of 
plans covered by the rule. In this regard, the Commission had 
proposed to amend the paragraph to state that the rule 
covered any “profit-sharing, retirement, incentive, thrift, or 
savings plan, or a plan as defined in subparagraph (d)(1).” In 
subparagraph (d)(1), the Commission proposed to define the 
term “plan” to mean “an option, bonus, appreciation, or 
similar plan” which meets certain specified conditions. The 
confusion on the public’s part concerning the proposed 
changes apparently was due to uncertainty over whether the 
minimum conditions specified in subparagraph (d)(1) would 
be applicable to all plans covered by the rule, or to only the 
plans specifically enumerated in that subparagraph. 


To eliminate the uncertainty described above, the Commis- 
sion has revised the introductory paragraph of Rule 16b-3 to 
state that the rule applies only to those plans that fall within 2 a 





the definition of a “plan” set forth in subparagraph (d)(1). 
Subparagraph (d)(1), as revised, defines the term “plan” to 
mean an “option, bonus, appreciation, profit sharing, retire- 
ment, incentive, thrift, savings or similar plan” which meets 
the conditions specified in that subparagraph. 


The conditions which each plan that is subject to Rule 16b-3 
henceforth musi satisfy are two-fold: 


(a) The plan must be set forth in a written document 
describing the means or basis for determining the 
eligibility of individuals to participate and either the price 
at which the securities may be offered or the method by 
which the price or the amount of the award is to be 
determined; and 


(b) The plan must provide with respect to any option or 
similar right (including a stock appreciation right) of- 
fered pursuant to the plan that such option or right is 
not transferable other than by will or the laws of 
descent and distribution and that it is exercisable during 
the employee’s lifetime only by him or by his guardian 
or legal representative. 


The above conditions are similar to those which were 
proposed for comment in Release No. 34-12374. The Com- 
mission, however, has determined that they should be ap- 
plied to all plans under the rule, rather than only some such 
plans, since it knows of no compelling reason for treating 
some plans differently from others under the rule. Further, the 
Commission does not believe that the above conditions are 
excessively burdensome or onerous, since they are basically 
designed to assure only that certain material provisions of 
plans covered by the rule are outlined in written form for all 
interested persons. 


It should be noted that in response to the public comments 
the Commission revised the proposed requirement that each 
plan specify the “employees or class of employees eligible to 
participate.” In lieu of the foregoing, the amended rule will 
require that the plan describe the ‘means or basis for 
determining the eligibility of individuals to participate.” This 
change will make it clear that a plan covered by the rule may 
include non-employees, such as directors who do not work 
for the issuer. This change seems appropriate, since the 
introductory language to Rule 16b-3 states that the rule 
applies to transactions by a director or officer, without requir- 
ing that the director be an employee. Further, there appear to 
be adequate safeguards against abuse in this area in that all 
such plans generally are subject to shareholder approval and 
must be administered by disinterested persons. 


AMENDMENTS TO EXISTING PLANS 


For many years, there has been uncertainty as to which 
amendments, if any, to existing plans covered by Rule 16b-3 
must be submitted to security holders for their approval. 
Paragraph (a), which deals generally with the requirement of 
shareholder approval of plans subject to the rule, heretofore 


has been silent on this point. The Commission attempted to 
deal with this issue on a peripheral basis in Release No. 34- 
12374 by proposing to amend subparagraph (d)(1) to require 
that amendments to certain plans (but not profit sharing, 
retirement, incentive, thrift or savings plans) be submitted to 
shareholders for their approval if the amendments would 
materially alter the plans in certain specified ways. 


The Commission now has determined to resolve the issue of 
which amendments to existing plans will require shareholder 
approval on an “across-the-board” basis. That is, it has 
decided to add a provision at the end of paragraph (a) which 
states that any amendment to an existing plan covered by 
Rule 16b-3 must be submitted to shareholders for their 
approval if the amendment would: 


(a) materially increase the benefits accruing to partici- 
pants under the plan: 


(b) materially increase the number of securities which 
may be issued under the plan; or 


(c) materially modify the requirements as to eligibility 
for participation in the plan. 


The types of amendments that will be subject to shareholder 
approval are basically the same as those which were pro- 
posed for comment in Release No. 34-12374. The only 
significant alteration is in item (a) above, which, as proposed, 
would have applied only to an amendment that would “mate- 
rially reduce the price at which the security may be offered.” 
In this regard, the Commission has determined to broaden 
the coverage of that item so that it will be applicable not only 
to material reductions in the price at which securities may be 
offered under the plan, but also any other changes that would 
materially increase the benefits accruing to participants under 
the pian. This change is in accord with the basic premise of 
paragraph (a) that shareholders should be provided the 
opportunity to pass judgment on plans that will confer signifi- 
cant benefits upon officers and directors. 


REVISIONS IN TERMINOLOGY 


Prior to the amendments adopted today, Rule 16b-3 had 
contained various terms and references that have their origin 
in the Internal Revenue Code (“IRC”). The Commission does 
not believe there is any valid reason for maintaining these 
terms and references, since the provisions of the IRC do not 
have any meaningful relation to the objectives of Section 
16(b). Accordingly, all such terms and references have been 
deleted from the revised rule. 


The Commission also has deleted certain terminology mod- 
eled after the revisions to Form S-8 that were proposed in 
prior Commission releases. Again, the Commission is taking 
this action because there does not appear to be any mean- 
ingful connection between Form S-8 and the objectives of 
Section 16(b). 
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CORRECTION OF PRIOR OMISSION 


For many years, Rule 16b-3 has failed to include a provision 
that was omitted therefrom through an apparent oversight. 
Specifically, paragraph (b) of the rule states that if the 
selection of participants or the granting of securities under a 
plan is subject to the discretion of any person, then such 
discretion shail be exercised only in accordance with the 
provisions of the paragraph. The paragraph then discusses 
separately the provisions applicable to transactions involving 
officers and transactions involving directors. These separate 
discussions, however, parallel one another for the most part, 
with the exception that subsection (b)(2), which deals with 
transactions involving officers, does not discuss those situa- 
tions in which the administrators of the plan need not act on a 
transaction because the matter is specifically covered by the 
terms of the plan itself. Subsection (b)(1), which deals with 
transactions involving directors, does contain such a discus- 
sion, and it seems apparent that a similar discussion was 
inadvertently omitted from subsection (b)(2). In fact, the 
Commission's staff on at least three occasions has stated in 
its interpretative letters that such a discussion should be 
“read into” subsection (b)(2). Accordingly, the Commission 
has corrected this oversight today by inserting in‘the rule a 
new subsection (b)(2)(iii) which corresponds to subsection 
(b)(1)(ii). 


AMENDMENT OF RULE 16a-6(c) 


The Commission also has amended Rule 16a-6(c) under the 
Exchange Act to exempt any person from the filing require- 
menis of Section 16(a) of the Act with respect to the 
acquisition, expiration, surrender or cancellation of a stock 
appreciation right pursuant to a plan which meets the condi- 
tions specified in Rule 16b-3. In this regard, it should be 
noted that notwithstanding the exemption from the above 
filing requirements, there still would be certain disclosures of 
the exempt transactions in the issuer's proxy or information 
statement which is sent to stockholders. 


OPERATION OF THE AMENDMENTS 


Rules 16b-3 and 16a-6(c), as amended, will become effective 
on June 30, 1977, except that if an issuer is in compliance 
with the requirements of the amended rules prior to that date 
it may rely on the rules at the time of compliance. The 
effective date has been deferred until June 30th because the 
Commission recognizes that the changes to the above- 
mentioned rules are entensive in nature, and that many 
issuers will therefore require some time to amend their plans 
in order to comply with the new requirements. 


Because the changes outlined in this release generally 
represent a relaxation of the amendments proposed in Re- 
lease No. 34-12374, the Commission believes that none of 
these modifications need to be republished for comment 
pursuant to the Administrative Procedure Act. 
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Authority 


The Commission has adopted the amendments to Rule o® 


3 and Rule 16a-6(c) discussed herein pursuant to the Securi- 
ties Exchange Act of 1934, particularly Sections 16(a), 16(b) 
and 23(a) thereof; the Public Utility Holding Company Act of 
1935, particularly Sections 17(a), 17(b) and 20(a) thereof; 
and the Investment Company Act of 1940, particularly Sec- 
tions 30(f) and 38 thereof. 


Text of Revised Rule 16b-3 
Rule 16b-3 is revised to read as follows: 


§ 240.16b-3 Exemption from section 16(b) of acquisi- 
tion of shares of stock and stock options and stock 
appreciation rights under certain stock incentive, stock 
option or similar plans. 


Any acquisition of shares of stock (other than stock acquired 
upon the exercise of an option, warrant or right) pursuant to a 
plan as defined in subparagraph (d)(1) hereof, or any acquisi- 
tion, expiration, cancellation or surrender to the issuer of a 
stock option or stock appreciation right pursuant to such a 
plan by a director or officer of the issuer shall be exempt from 
the operation of section 16(b) of the Act if the plan meets the 
following conditions: 


Authority 


The Commission has adopted the amendments to Rule 16b- 
3 and Rule 16a-6(c) discussed herein pursuant to the Securi- 
ties Exchange Act of 1934, particularly Sections 16(a), 16(b) 
and 23(a) thereof; the Public Utility Holding Company Act of 
1935, particuiarly Sections 17(a), 17(b) and 20(a) thereof; 
and the Investment Company Act of 1940, particularly Sec- 
tions 30(f) and 38 thereof. 


Text of Revised Rule 16b-3 
Rule 16b-3 is revised to read as follows: 


§240.16b-3 Exemption from section 16(b) of acquisi- 
tions of shares of stock and stock options and stock 
appreciation rights under certain stock incentive, stock 
option or similar plans. 


Any acquisition of shares of stock (other than stock acquired 
upon the exercise of an option, warrant or right) pursuant to a 
plan as defined in subparagraph (d)(1) hereof, or any acquisi- 
tion, expiration, cancellation or surrender to the issuer of a 
stock option or stock appreciation right pursuant to such a 
plan by a director or officer of the issuer shall be exempt from 
the operation of section 16(b) of the Act if the plan meets the 
following conditions: 


(a) Approval by Security Holders. The plan has been 
approved, directly or indirectly, 


ee 


| 











(1) by the affirmative votes of the holders of a majority 


rights granted to any such director or officer pursuant to the 
of the securities of the issuer present, or represented, 


plan is subject to the discretion of any person, then such 





} 


and entitled to vote at a meeting duly held in accord- 


discretion shall be exercised only as follows: 


ance with the applicable laws of the state or other 
jurisdiction in which the issuer was incorporated, or 


(2) by the written consent of the holders of a majority of 
the securities of the issuer entitled to vote: Provided, 
however, that if such vote or written consent was not 
solicited substantially in accordance with the rules and 
regulations, if any, in effect under section 14(a) of the 
Act at the time of such vote or written consent, the 
issuer shall furnish in writing to the holders of record of 
the securities entitled to vote for the plan substantially 
the same information concerning the plan which would 
be required by the rules and regulations in effect under 
section 14(a) of the Act at the time such information is 
furnished, if proxies to be voted with respect to the 
approval or disapproval of the plan were then being 
solicited, on or prior to the date of the first annual 
meeting of security holders held subsequent to the later 
of 


(i) the first registration of an equity security under 
section 12 of the Act or 


(ii) the acquisition of an equity security for which 
exemption is claimed. Such written information 
may be furnished by mail to the last known 
address of the security holders of record within 
30 days prior to the date of mailing. Four copies 
of such written information shall be filed with, or 
mailed for filing to, the Commission not later than 
the date on which it is first sent or given to 
security holders of the issuer. For the purposes 
of this paragraph, the term “issuer” includes a 
predecessor corporation if the plan or obligations 
to participate thereunder were assumed by the 
issuer in connection with the succession. In 
addition, any amendment to the plan shall be 
similarly approved if the amendment would: 


(A) materially increase the benefits accru- 
ing to participants under the plan; 


(B) materially increase the number of secu- 
rities which may be issued under the plan; 
or 


(C) materially modify the requirements as 
to eligibility for participation in the plan. 


(b) Disinterested Administrators. \f the selection of any 
director or officer of the issuer to whom stock may be 
allocated or to whom stock options or stock appreciation 
rights may be granted pursuant to the plan, or the determina- 
tion of the number or maximum number of shares of stock 
which may be allocated to any such director or officer or 
which may be covered by stock options or stock appreciation 


(1) With respect to the participation of directors: 


(i) By the board of directors of the issuer, a 
majority of which board and a majority of the 
directors acting in the matter are disinterested 
persons; 


(ii) By, or only in accordance with the recommen- 
dation of, a committee of three or more persons 
having full authority to act in the matter, all of the 
members of which committee are disinterested 
persons; or 


(ii) Otherwise in accordance with the plan, if the 
plan 


(A) specifies the nunber or maximum num- 
ber of shares of stock which directors may 
acquire or which may be subject to stock 
options or stock appreciation rights granted 
to directors pursuant to the plan and the 
terms upon which, and the times at which, 
or the periods within which, such stock 
may be acquired or such options or rights 
may be acquired and exercised; or 


(B) sets forth, by formula or otherwise, 
effective and determinable limitations with 
respect to the foregoing based upon earn- 
ings of the issuer, dividends paid, compen- 
sation received by participants, option 
prices, market value of shares, outstanding 
shares or percentages thereof outstanding 
from time-to-time or similar factors. 


(2) With respect to the participation of officers who are 
not directors: 


(i) By the board of directors of the issuer or a 
committee of three or more directors; 


(ii) By, or only in accordance with the recommen- 
dations of, a committee of three or more persons 
having full authority to act in the matter, all of the 
members, of which committee are disinterested 
persons; or 


(iii) Otherwise in accordance with the plan, if the 
plan 


(A) specifies the nurmber or maximum 
number of shares of stock which officers 
may acquire or which may be subject to 
stock options or stock appreciation rights 
granted to officers pursuant to the plan and 
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the terms upon which, and the times at 
which, or the period within which, such 
stock may be acquired or such options or 
rights may be acquired and exercised; or 


(B) sets forth, by formula or otherwise, 
effective and determinable limitations with 
respect to the foregoing based upon earn- 
ings of the issuer, dividends paid, compen- 
sation received by participants, option 
prices, market value of shares, outstanding 
shares or percentages thereof outstanding 
from time-to-time or similar factors. 


(3) The provisions of this paragraph shall not apply with 
respect to any option or right granted, or other equity 
security acquired, prior to the date of the first registra- 
tion of an equity security under section 12 of the Act. 


(c) Plan limitations. As to each participant or as to all 
participants the plan effectively limits the aggregate dollar 
amount of stock or the aggregate number of shares of stock 
which may-be allocated, or which may be subject to stock 
options or stock appreciation rights issued pursuant to the 
plan. The limitations may be established on an annual basis, 
or for the duration of the plan, whether or not the plan has a 
fixed termination date, and may be determined either by a 
fixed or maximum dollar amounts or fixed or maximum 
number of shares or by formulas based upon earnings of the 
issuer, dividends paid, compensation received by partici- 
pants, option prices, market value of shares, outstanding 
shares or percentages thereof outstanding from time to time, 
or similar factors which will result in an effective and deter- 
minable limitation. Such limitations may be subject to any 
provision for adjustment of the plan or of stock allocable or 
options outstanding thereunder to prevent dilution or enlarge- 
ment of righis. 


(d) Definitions. Unless the context otherwise requires, all 
terms used in this rule shall have the same meaning as in the 
Act or elsewhere in the General Rules and Regulations 
thereunder. In addition, the following definitions apply: 


(1) The term “plan” shall mean an option, bonus, 
appreciation, profit sharing, retirement, incentive, thrift, 
savings or similar plan which meets the following 
conditions: 


(i) The plan must be set forth in a written 
document describing the means or basis for 
determining the eligibility of individuals to partici- 
pate and either the price at which the securities 
may be offered or the method by which the price 
or the amount of the award is to be determined; 
and 


(ii) The plan must provide with respect to any 
option or similar right (including a stock apprecia- 
tion right) offered pursuant to the plan that such 
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option or right is not transferable other than by 
will or the laws of descent and distribution and 
that it is exercisable during the employee's life- 
time only by him or by his guardian or legal 
representative. 


(2) The term “exercise of an option, warrant or right” 
contained in the parenthetical clause of the first para- 
graph of this rule shall not include 


(i) The making of an election to receive under 
any plan compensation in the form of stock or 
credits therefor, provided that such election is 
made either prior to the making of the award or 
prior to the fulfillment of all conditions to the 
receipt of the compensation and, provided fur- 
ther, that such election is irrevocable until at least 
six months after termination of employment; 


(ii) The subsequent crediting of such stock; 


(iii) The making of any election as to the time for 
delivery of such stock after termination of em- 
ployment, provided that such election is made at 
least six months prior to any such delivery; 


(iv) The fulfillment of any condition to the abso- 
lute right to receive such stock; or 


(v) The acceptance of certificates for shares of 
such stock. 


(3) The term “disinterested person” used in paragraphs 
(b) and (e) of the rule shall mean an administrator of a 
plan who is not at the time he exercises discretion in 
administering the plan eligible and has not at any time 
within one year prior thereto been eligible to selection 
as a person to whom stock may be allocated or to 
whom stock options or stock appreciation rights may be 
granted pursuant to the plan or any other plan of the 
issuer or any of its affiliates entitling the participants 
therein to acquire stock, stock options or stock appreci- 
ation rights of the issuer or any of its affiliates. 


(e) Cash Settlements of Stock Appreciation Rights. 


Any transaction involving the exercise and cancellation of a 
stock appreciation right issued pursuant to a plan (whether or 
not the transaction also involves the related surrender and 
cancellation of a stock option), and the receipt of cash in 
complete or partial settlement of that right, shall be exempt 
from the operation of section 16(b) of the Act, as not 
comprehended within the purpose of that section, if all the 
following conditions are met: 


(1) Information About the Issuer. 


(i) The issuer of the stock appreciation right has 
been subject to the reporting requirements of 
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section 13 of the Act for at least a year prior to 
the transaction and has filed all reports and 
statements required to be filed pursuant to that 
section during that year. 


(ii) The issuer of the stock appreciation right on a 
regular basis does release for publication quart- 
erly and annual summary statements of sales 
and earnings. This condition shall be deemed 
satisfied if the specified financial data appears 
(A) on a wire service, (B) in a financial news 
service, (C) in a newspaper of general circula- 
tion, or (D) is otherwise made publicly available. 


(2) Limitation on the Right and Any Related Option. 


Neither the stock appreciation right nor any related 
stock option shall be exercisable during the first six 
months of its term, except that this limitation shall not 
apply in the event death or disability of the grantee 
occurs prior to the expiration of the six-month period. 


(3) Administration of the Plan. 


(i) The plan shall be administered by either the 
board of directors, a majority of which are disin- 
terested persons and a majority of the directors 
acting on plan matters are disinterested persons, 
or by a committee of three or more persons, all 
of whom are disinterested persons; 


(ii) The board or committee shall have sole 
discretion either 


(A) to determine the form in which pay- 
ment of the right will be made (i.e., cash, 
securities, or any combination thereof), or 


(B) to consent to or disapprove the election 
of the participant to receive cash in full or 
partial settlement of the right. Any such 
election by the participant shall be made 
by him during the period beginning on the 
third business day following the date of 
release of the financial data specified in 
subsection (e)(1)(ii) of this rule and ending 
on the twelfth business day following such 
date. The board or committee which ad- 
ministers the plan may either consent to, or 
disapprove, the participant’s election at 
any time thereafter. 


(4) Compliance With Other Conditions of Rule 16b-3 
§ 240.16b-3 


The plan under which the stock appreciation rights and 
any related options are granted shall meet the condi- 
tions specified above in Rule 16b-3(a), (b), (c) and (d) 
(§ 240.16b-3(a), (b), (c) and (d)). 


(5) Limit of the Exemption 


Nothing in this paragraph (e) provides an exemption 
from section 16(b) for the acquisition of stock upon the 
exercise of a stock appreciation right or a stock option. 


Text of Revised Rule 16a-6 
Rule 16a-6 is revised to read as follows: 


§ 240.16a-6 Certain transactions subject to section 
16(a). 


SP -8'S 


(c) Notwithstanding the foregoing, a statement need not be 
filed pursuant to section 16(a) of the Act. 


(1) by any person with respect to the acquisition, 
expiration, surrender to the issuer, or cancellation 
of any non-transferable stock option or stock 
appreciation right granted by the issuer of the 
securities to which the option or right relates 
pursuant to a plan which meets the conditions 
specified in § 240.16b-3(a), (b), (c), (d) and (e) of 
this chapter, or 


(2) by any issuer with respect to any put, call, 
option or other right or obligation to buy or sell 
securities of which it is the issuer. As used in this 
paragraph (c), the term “plan” shall have the 
meaning assigned to it in paragraph (d) of 
§240.26b-3. 


22k “ee 


[Secs. 16(a), 16(b), 23(a), 48 Stat. 896, 901; sec. 203(a), 49 
Stat. 704; sec. 8, 49 Stat. 1379; sec. 8, 78 Stat. 579; sec, 18, 
89 Stat. 155; 15 U.S.C. 78 p(a), 78 p(b), 78w(a). Secs. 17(a), 
17(b), 20(a), 49 Stat. 830, 833; 15 U.S.C. 79q(a), 79q(b), 79t. 
Secs. 30(f), 38, 54 Stat. 836, 841; 15 U.S.C. 80a-29, 90a- 
37] 


By the Commission 


George A. Fitzsimmons 
Secretary 





' It should be noted, however, that two recent court decisions 
suggest that Section 16(b) is not applicable to the exercise of 
a stock appreciation right, at least under the circumstances 
described in those cases. See “Rosen v. Drisler et al.,”__F. 
Supp___, 73 Civ. 3367-JMC (S.D.N.Y.), CCH Fed. Sec. L. 
Rep. { 95,748 (October 21, 1976) and “Freeman v. Barrow et 
al.,"___F. Supp___, 75 Civ. 4737-CLB (S.D.N.Y.), CCH 
Fed. Sec. L. Rep. § 95,754 (November 4, 1976). In the 
“Freedman” case, it was specifically stated on page 45 of the 
slip opinion that ; 
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The exercise of a stock appreciation right does not 
involve the sale of an equity security by the officer- 
director, and thus there is no inherent or per se 
violation of Section 16(b) in the exercise of an SAR, as 
a result of the simultaneous receipt of shares thereun- 
der. (emphasis included) 


2 “Freedman v. Barrow, “note 1 supra, 46. 
3 For purposes of Rule 16b-3, the term “business days” shall 


mean all calendar days except Saturdays, Sundays and 
national holidays. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13098/ December 22, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PHILADELPHIA STOCK EXCHANGE, INCORPORATED 


File No. SR-PHLX-76-19 


The Philadelphia Stock Exchange, Incorporated (“PHLX”) 
submitted on December 14, 1976, a proposed rule change 
under Rule 19b-4 to delete the word “option” from the terms 
“option members” and “option member organizations” thus 
making the PHLX option rules applicable to all Exchange 
members and member organizations. 


The foregoing rule change has become effective, pursuant to 
Section 19(b)(3)(A) of the Securities Exchange Act of 1934. 
At any time within sixty days of the filing of such proposed 
rule change, the Commission may summarily abrogate such 
rule change if it appears to the Commission that such action 
is necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in the 
Federal Register during the week of December 27, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within 30 days 
from the date of publication in the Federal Register. Persons 
desiring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, Washing- 
ton, D. C. 20549. Reference should be made to File No. SR- 
PHLX-76-19. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 
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For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13099/December 22, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
MIDWEST STOCK EXCHANGE, INCORPORATED 


File No. SR-MSE-76-26 


The Midwest Stock Exchange, Incorporated (“MSE”) submit- 
ted on December 10, 1976 a proposed rule change under 
Rule 19b-4 to amend MSE option rules to provide for the 
trading of put options on the Exchange. 


Publication of the submission is expected to be made in the 
Federal Register during the week of December 27, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
30 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capito! Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-MSE-76-26. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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FOCUS REPORTING SYSTEM 
Notice of Proposed Amendments 


The Securities and Exchange Commission today announced 
proposed amendments to the FOCUS Report, a financial and 
operational combined uniform single report under the Securi- 
ties Exchange Act of 1934. The Commission also announced 
the proposed amendment of §§ 240.17a-4, 240.17a-5, 
240.17a-10, 240.17a-11, 240.17a-13, 240.17a-18, 240.17a- 
19, 240.17a-20 and 240.15c3-3, and Form X-17A-5 
(§ 249.617) and the proposed revocation of Form X-17A-10 
(§249.618) and Form X-17A-20 (§249.636). The amend- 
ments described herein are primarily of a minor, technical 
nature and are designed to facilitate the application of a 
streamlined system of financial and operational reporting, and 
to achieve a further reduction in the quantity and frequency of 
reports which must be filed by brokers and dealers. 


Introduction 


In May 1974 the Commission announced the membership of 
the Report Coordinating Group (“Group”), a federal advisory 
committee established to advise the Commission on the 
consolidation and reduction of reporting requirements and to 
assist the Commission in the development of a key regulatory 
report.’ At its first meeting on June 3, 1974 the Group 
determined to give the highest priority to developing recom- 


mendations regarding a uniform financial and operational 
report. 2 


On August 9, 1974 the Commission issued guidelines for a 
uniform financial and operational report. In accordance with 
these guidelines the Group reviewed the reports, forms and 
similar material required of brokers and dealers by the 
Commission, the self-regulatory organizations and others. 
The Group, with the dedicated assistance of a staff work- 
group comprised of members of the self-regulatory commu- 
nity, brokerage firms, the banking community, and the legal 
and accounting professions, developed a FOCUS Report 
Discussion Paper which was distributed on October 15, 1974, 


and submitted its final report on this subject on June 16, 
1975.3 


The Commission, after considering the recommendations of 
the Report Coordinating Group and the comments thereon, 
believed that the adoption of a reporting system based upon 
and including the FOCUS Report, with some modifications to 
the program recommended, would provide an opportunity for 
uniform industry-wide regulation and would substantially re- 
duce the reporting burdens on the securities industry without 
compromising the interests of the public and the regulators. In 
an effort to achieve that goal, the Commission released the 
FOCUS Report for public comment on October 16, 1975.4 


As a result of the implementation of amended § 240.15c3-1 
on danuary i, 1976, the existing financial and operational 
reports and the surveillance systems of the Commission and 
the self-regulatory organizations were destined to become 


obsolete as of that date. In order to avoid an amendment to 
existing forms which would be followed by a restructuring of a 
substantial portion of the reporting system, the Commission 
expedited its consideration of the FOCUS Report and related 
rule changes and announced the adoption of the uniform 
reporting system on December 17, 1975, to become effective 
January 1, 1976.5 


In the adopting release, the Commission noted that “. . . while 
the reporting system is efficient in theory, and the form 
satisfactory in substance, certain modifications may subse- 
quently be necessary in order to achieve a smoother practical 
application.” © The Commission expressed the view that those 
areas which may require additional refinement would become 
apparent after several months’ experience with the FOCUS 
reporting structure, and stated its intention to periodically 
review the FOCUS Report “. . . in order to continue modifying 
and updating the financial and operational reporting systerns 
to keep pace with the changing securities industry.”’ The 
comments which have been submitted indicate that the 
FOCUS Report has achieved the dual goais of uniformity and 
simplification and requires only minor adjustments in certain 
areas. 


Proposed Amendment of Section 240.17a-4 


Paragraph (b)(8) is proposed to be amended to clarify that 
the schedules required to be retained need only be in support 
of the information reported as of the annual audit date. 


Paragraph (b)(9) is proposed to be added so as to require the 
retention for three years of the records describing a broker's 
or dealer's procedures for obtaining possession or control of 
customers’ fully paid and excess margin securities in accord- 
ance with the requirements of § 240.15c3-3. 


Proposed Amendment of Section 240.17a-5 and Related 
Form X-17A-5 (§ 249.617)® 


A) Filing of Monthly and Quarterly Reports 


Subparagraph (a)(2) is proposed to be amended in order to 
clarify that subparagraphs (a)(2)(i) and (a)(2)(ii) apply to 
brokers and dealers which clear any transactions, whether 
such transactions are customer or non-customer. Similarly, 
subparagraph (a)(2)(iii) as proposed to be amended would 
apply only to those brokers and dealers which neither clear 
transactions (customer or non-customer) nor carry customer 
accounts. 


Subparagraph (a)(3) is proposed to be amended to provide 
that all monthly and quarterly reports received pursuant to 
paragraph (a) are deemed to be confidential. Each of the 
plans which have been filed by the self-regulatory organiza- 
tions pursuant to subparagraph (a)(4) and which were ap- 
proved by the Commission in conjunction with the adoption of 
the FOCUS reporting system? provides that ail reports coi- 
lected thereunder will be granted confidential treatment, 
therefore the primary effect of this proposed amendment is to 
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clarify that similar treatment will be afforded to SECO brokers 
and dealers which file reports pursuant to paragraph (a) 
directly with the Commission. 


B) Termination of Membership Interest 


A new subparagraph (6) is proposed to be added to para- 
graph (b) to indicate the means by which a broker or dealer 
which is terminating a membership interest in a self-regula- 
tory organization other than its designated examining author- 
ity may request relief from the filing requirements specified in 
paragraph (b). The information which must be included in 
such request is specified in proposed subparagraphs (b)(6)(i), 
(ii), (ili) and (iv). It should be noted that the proposed 
exemption provided for in this subparagraph is in addition to 
the Commission’s existing general exemptive authority in 
subparagraph (1)(3). 


Subparagraph (b)(1) as proposed to be amended would 
permit those brokers and dealers which regularly file a report 
on Part IIA in accordance with paragraph (a) to file a report 
on Part IIA in satisfaction of the requirements of paragraph 


(b). 
C) Customer Statements 


Paragraph (c) is proposed to be amended to require that 
audited statements be furnished within 105 days after the 
date of such statements and unauditied statements furnished 
within 45 days after the date of such statements. This 
amendment would provide a fixed, determinable date as of 
which the statements must be furnished. 


D) Nature and Form of Reports 


Paragraph (e) is proposed to be amended to revise and 
update the procedures which the auditor must utilize in 
comparing amounts reported on Form SIPC-7 and amounts 
reported on the annual report of financial statements. 


In addition, a statement requiring disclosure as to a broker's 
or dealer's proprietary interest is proposed to be added to 
subparagraph (e)(2). 


E) Qualification, Designation and Replacement of Accoun- 
tants 


Paragraph (f) is proposed to be amended to require those 
brokers and dealers which are exempted from the certifica- 
tion requirements of § 240.17a-5 to nevertheless notify the 
Commission, by December 10 of each year, of the date as of 
which the unaudited report will be prepared. In addition, 
newly-registered brokers and deaiers would be required to file 
the notice pursuant to subparagraph (f)(2) within 30 days 
after the effective date of registration. These proposed 
amendments would revise the designation of accountant file 
SO as to provide the Commission and self-regulatory organi- 
zation with a comprehensive schedule of proposed auditors 
and report dates for each year. 
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F) Audit Objectives 


Subparagraph (g)(1)(iv) as proposed to be amended would = 


require the independent public accountant to review, as part 
of the annual audit, those procedures described by the broker 
or dealer in section 240.15c3-3(d)(4) with respect to the 
possession or control of fully paid and excess margin securi- 
ties. This review would ensure the adequacy of the proce- 
dures upon which the broker or dealer bases its quarterly 
representation in Form X-17A-5 (§ 249.617). 1° 


G) Filing Period with Respect to Part | of Form X-17A-5 
(§ 249.6177) 


The time period specified in § 240.17a-5(a)(2)(i) for the filing 
of a report in Part | of Form X-17A-5 (§ 249.617) is ten 
business days after the end of each month. Under the 
provisions of the New York Stock Exchange (“NYSE”) plan 
filed pursuant to § 240.17a-5(a)(4) and approved by the 
Commission on December 17, 1975 brokers and dealers for 
which the NYSE is the designated examining authority have 
been permitted temporarily to file a report on Part | within 
seventeen business days. This longer filing period was 
deemed to be necessary, at least for an initial phase-in 
period, because it appeared that the substantial size and 
complexity of business of the NYSE firms would result in a 
more difficult transition to a new reporting system. 


Brokers and dealers have been subject to the new reporting 
system for a full year, and several firms, as well as the NYSE 
itself, have indicated that based on experience to date, 
compliance with a filing period shorter than the current 
seventeen business days may not be possible for a signifi- 
cant number of large firms. 

Part | is intended to be utilized primarily as an early warning 
and surveillance report of key financial and operational data. 
In order to accomplish this purpose effectively, the report 
must be received as quickly as possible after the close of 
each month. While there may be a number of registrants who 
will require a period longer than the specified ten business 
days within which to file, such extensions should be granted 
on an individual basis pursuant to the Commission's authority 
under § 240.17a-5(I)(3). Accordingly, the Commission has 
determined that, commencing with the report filed on Part | 
for the month of April, 1977, all brokers and dealers, other 
than those specifically granted extensions of time pursuant to 
§ 240.17a-5(I)(3), shall file such report within ten business 
days after the end of the month. 


Brokers and dealers wishing to request an extension are 
urged to submit written requests to the Commission promptly 
and, in any event, no later than January 31, 1977. The 
extension of the time period for filing of Part | by NYSE 
members heretofore approved is extended to reports due to 
be filed for periods ending up to and including March 31, 
1977. 


H) Proposed Amendment of Form X-17A-5 (§ 249.617)" 














Form X-17A-5 (§ 249.617) would be amended, beginning 
with the report filed as of the calendar quarter ending March 
31, 1977, to incorporate certain data now obtained from 
reports filed on Form X-17A-10 (§ 249.618) and Form X-17A- 
20 (§ 249.636). This consolidation eliminates the need for the 
latter forms and substantially decreases the reporting require- 
ments of brokers and dealers by abolishing an annual report 
on Form X-17A-10 (§ 249.618) and four quarterly reports on 
Form X-17A-20 (§ 249.636). The present Statement of In- 
come (Loss) contained in Form X-17A-5 (§ 249.617) would 
be modified to include certain items now required by 
§ 240.17a-10. Three supplementary schedules would be 
added to Form X-17A-5 (§ 249.617) and would be filed by 
certain brokers and dealers for the calendar quarter ending 
December 31 of each year. 


Proposed Amendment of Section 240.17a-10 and Related 
Form X-17A-10 (§ 249.618) 


Paragraph (a) as proposed to be amended would replace the 
present paragraph (a). The proposed paragraph (a) defines 
the new filing requirements of § 240.17a-10. Form X-17A-10 
(§ 249.618), the Commission’s main source of economic data 
information, would be eliminated and the data contained 
therein would be obtained from the existing balance sheet 
from Form X-17A-5 (§ 249.617), a modified Statement of 
Income (Loss) from Form X-17A-5 (§ 249.617) and three 
supplementary schedules thereto: schedule of Firm Identifica- 
tion Information, a schedule of consolidated Revenue Infor- 
mation, and a schedule of Additional Revenue Information to 
be filed on an annual basis only by firms with $10 million or 
more in gross revenues. The proposed amendments would 
be consistent with the FOCUS concept of a layered approach 
to reporting: 


1. Firms exempt from the filing requirements of 
§ 240.17a-5(a) would, on an annual basis, file the 
Facing Page, Statement of Income (Loss), and balance 
sheet from Part IIA of Form X-17A-5 (§ 249.617) and 
the supplementary schedules of Firm Identification In- 
formation and consolidated Revenue Information 
(Schedules | and Il). 


2. All firms subject to the filing requirements of 
§ 240.17a-5(a) would, on an annual basis, file the Form 
X-17a-5 (§ 249.617) supplementary Scheule | and 
Schedule I! with thier submission of Form X-17A-5 
(§ 249.617) for the calendar quarter ending December 
31 of each year. 


3. All firms subject to the filing requirements of 
§ 240.17a-5(a) which have gross revenues for the 
calendar year of $10 million dollars or more would file, 
on an annual basis, the proposed supplementary 
Schedules | and Il and the Schedule Ill of Additional 
Revenue Information with their submission of Form X- 
17A-5 (§ 249.617) for the calendar quarter ending 
December 31 of each year. 


Proposed Amendment of Section 240.17a-11 


Paragraph (a), as proposed to be amended, would require a 
broker or dealer whose total outstanding principal amounts of 
satisfactory subordination agreements exceeds the maximum 
allowable for a period in excess of 90 days, in accordance 
with the provisions of section 240.15c3-1(d), to give tele- 
graphic notice as set forth in paragraph (f) and, within 24 
hours thereafter, file a report on Part Il or Part IIA of Form X- 
17A-5 (§ 249.617). 


A new subparagraph (4) is proposed to be added to para- 
graph (b), requiring those brokers and dealers subject to 
various provisions of § 240.15c3-1 to give notice of certain 
events as specified in such provisions. 


Proposed Amendment of Section 240.17a-13 


Paragraph (b)(5) as proposed to be amended would eliminate 
the provision which states that the quarterly security examina- 
tion, count and verification required to be made pursuant to 
§ 240.17a-13 need not be carried out by the broker or dealer 
for the calendar quarter during which the audit date occurs. 
The security examination, count and verification performed in 
the course of the audit may not meet the comprehensive 
standards required by § 240.17a-13 and therefore should not 
be utilized as an alternative means of complying with that 
section. 


Proposed Amendment of Section 240.17a-18 


Paragraph (a) as proposed to be amended would expand the 
coverage of § 240.17a-18 from national securities exchanges 
and registered national securities associations to include 
registered clearing agencies and the Municipal Securities 
Rulemaking Board to the extent that the latter entity Promul- 
gates forms applicable to registered brokers and dealers. The 
scope of § 240.17a-18 is proposed to be expanded in recog- 
nition of the changing nature of the industry and the oversight 
responsibilities mandated to the Commission by the 1975 
Amendments. 


Paragraph (a) is also proposed to be amended to require 
those entities seeking emergency adoption of a proposed 
new form to request Commission approval. 


Paragraph (c) as proposed would completely replace the 
present paragraph (c). The proposed paragraph (c) deline- 
ates the Commission’s authority to approve or disapprove 
proposed forms and the procedures by which such approval 
or disapproval would be accomplished. 


Proposed Amendment of Section 240.17a-19 
A new paragraph (a) is proposed which would require a 
national securities exchange or a registered national securi- 


ties association which is the designated examining authority 
for a broker or dealer to give 24 hour telegraphic notice to the 
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Commission's principal office, the Commission's Regional 
Office for the region in which the member has its principal 
office, and the Securities Investor Protection Corporation in 
each instance where a resignation by such broker or dealer 
from the designated examining authority is contemplated. 


The present text of § 240.17a-19 is proposed to become new 
paragraph (b) and to be amended to require the filing of Form 
X-17a-19 within 5 business days of the occurrence of the 
change in membership interest rather than “promptly” as is 
currently required. In addition, paragraph (b) is proposed to 
be amended to require the filing of Form X-17A-19 with the 
Regional Office of the Commission for the region in which the 
member has its principal office. Finally, it is proposed that 
every national securities exchange and registered national 
securities association, upon learning of a change in member- 
ship interest, be required to advise such member of the 
member's responsibilities under § 240.17a-5(b) to report cer- 
tain information to the Commission. 


These proposed amendments are designed to eliminate 
ambiguities with respect to the timing of Form X-17A-19 
filings and to allow the Commission to respond more promptly 
and effectively to problems which may arise. 


Proposed Amendment of Section 240.17a-20 and Revoca- 
tion of Related Form X-17A-20 ( § 249.636) 


Paragraph (a)(1) as proposed would replace paragraphs 
(a)(1) and (2) of § 240.17a-20. Proposed paragraph (a)(1) 
provides that a broker or dealer submit revenue and expense 
information on Form X-17A-5, thereby eliminating the need 
for a report of revenue and expense information on Form X- 
17A-20. In addition, certain technical modifications are pro- 
posed for present paragraphs (a)(3) and (e) which would 
substitute cross references from §249.636 (Form X-17A-20) 
to § 249.617 (Form X-17A-5). Finally, paragraphs (a)(3) and 
(a)(4) would be renumbered to become paragraphs (a)(2) 
and (a)(3) respectively and paragraph (c) would become 
paragraph (b). 


As proposed, the present paragraph (b) would be eliminated 
because of the comprehensive and substantially similar re- 
quirements in § 240.17a-5(b) and § 249.17a-19 as proposed 
to be amended. The proposed revocation of Form X-17A-20 
(§ 249.636) would be effective for the calendar quarter end- 
ing March 31, 1977. 


Proposed Amendment of Section 240.15c3-3 


Paragraph (d) as proposed to be amended would incorporate 
a new sub paragraph (4) to require those brokers and dealers 
subject to the provisions of § 240.15c3-3 with respect to 
physical possession or control of fully paid and excess 
margin securities to maintain a current and detailed descrip- 
tion of the procedures which it utilizes to obtain such posses- 
sion or control. These records would be available to the 
Commission or the designated examining authority upon 
request, and the adequacy of the procedures described 
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therein would be reviewed by the independent public accoun- 
tant as part of the annual audit." 


(In the text of the following sections, “P<” indicate new 
material) 


Proposed Amended Section 240.17a-4 


Section 240.17a-4 Records to be preserved by certain ex- 
change members, brokers and dealers. 


(b) wae 


(8) Records which contain the following information in support 
of amounts included in the report prepared » as of the audit 
date <¢ on Form X-17A-5 (§ 249.617 of this chapter) Part Il or 
Part IIA and in the annual financial statements required by 
§ 240.17a-5: (i)—(xv) ***** 


»(9) The records required to be made pursuant to 
§ 240.15c3-3(d)(4).< 


Proposed Amended Section 240.17a-5 


§ 240.17a-5 Reports to be made by certain brokers and 
dealers. 


(a) ak 
(2) whe 


(a)(i) Every broker or dealer subject to this paragraph (a) who 
clears ® transactions < or carries customer accounts shall 
file Part | of Form X-17A-5 (§ 249.617 of this chapter) within 
10 business days after the end of each month. (ii) Every 
broker or dealer subject to this paragraph (a) who clears 
> transactions < or carries customer accounts shall file Part 
I] of Form X-17A-5 (§ 249.617 of this chapter) within 17 
business days after the end of the calendar quarter and 
within 17 business days after the date selected for the annual 
audit of financial statements where said date is other than a 
calendar quarier. Certain of such brokers or dealers shall file 
Part IIA in lieu thereof if the nature of their business is limited 
as described in the instructions to Part Il of Form X-17A-5 
(§ 249.617 of this chapter). 


(iii) Every broker or dealer who does not clear ® trans- 
actions < nor carry customer accounts shall file Part IIA of 
Form X-17A-5 (§ 249.617 of this chapter) within 17 business 
days after the end of each calendar quarter and within 17 
business days after the date selected for the annual audit of 
financial statements where said date is other than the end of 
the calendar quarter. 


(3) The reports provided for in this paragraph (a) shall be 
considered filed when received at the Commission's principal 
office in Washington, D. C. and the regional office of the 

















Commission for the region in which the broker or dealer has 
its principal place of business. » All reports filed pursuant to 
this paragraph (a) shall be deemed to be confidential < 


a a ar oe 


(b) Report Filed Upon Termination of Membership interest 


(1) lf a broker or dealer holding any membership interest in a 
national securities exchange ceases to be a member in good 
standing of such exchange, such broker or dealer shall, 
within two business days after such event, file with the 
Commission, Part I! ® or Part iA <¢ of Form X-17A-5 
(§ 249.617 of this chapter) ® as determined by the standards 
set forth in subparagraphs (a)(2)(ii) and (iil) of this section < 
as of the date of such event. 


The report shall be filed at the Commission's principal office 
in Washington, D. C., and with the regional office of the 
Commission for the region in which the broker or dealer has 
its principal place of business: Provided, however, that such 
report need not be made or filed if the Commission, upon 
written request or upon its own motion exempts such broker 
or dealer, either unconditionaliy, or on specified terms and 
conditions, from such requirement: Provided, further, that the 
Commission may, upon request of the broker or dealer, grant 
extensions of time for filing the report specified herein for 
good cause shown. 


> (6) Any broker or dealer who is required to file a report 
pursuant to this paragraph (b) by virtue of terminating its 
membership interest in a self-regulatory organization other 
than the examining authority designated pursuant to Section 
17(d) of the Act may seek an exemption from the requirement 
to file such report by submitting a written request to the 
Commission no later than 5 business days prior to the date of 
termination of the membership interest. Such request shali 
contain the following information: 


(i) An indication as to whether the broker or dealer is in 
violation of the applicable requirements specified in 
§ 240.15c3-1 or § 240.15c3-3; 


(ii) An indication as to whether the broker or dealer is 
experiencing any significant financial, operational or 
recordkeeping problems; 


(iii) An affirmation that the broker or dealer is in 
compliance with applicable rules of the Commission 
and each self-regulatory organization of which the 
broker or dealer is a member, setting forth in detail the 
circumstances surrounding any violations of such rules. 


(iv) A detailed description of the reasons for the re- 
quested exemption. ¢ 


(c) ake 


(2) Audited statements to be furnished 


The following statements shall be furnished as required by 
subparagraph (c)(1) ® within 105 days after the date of the 
audited report required by paragraph (d): 4 


oO ee 


(3) Unaudited statements to be furnished 


The statements shall contain the information specified in 
subparagraphs (c)(2)(i) and (ii). Said unaudited statements 
shall be as of the date 6 months from the date of the audited 
statements required to be furnished pursuant to subpara- 
graphs (c)(1) and (2). ® Said unaudited statements shail be 
furnished not later than 45 days after the date of the 
siatements. 4 


(e) *** 


(1) (i) An audit shall be conducted by » a public accountant 
who shall be in fact independent as defined in paragraph 
(f)(3) herein < and he shall give an opinion covering the 
statements filed pursuant to paragraph (d): Provided, how- 
ever, that the financial statements filed pursuant to paragraph 
(d) need not be audited if, since the date of the previous 
financial statements or report filed pursuant to § 240.15b1-2 
or this section: (A) the securities business of such broker or 
dealer has been limited to acting as broker (agent) for ® an 
< issuer in soliciting subscriptions for securities of such 
issuer, said broker has promptly transmitted to such issuer all 
funds and promptly delivered to the subscriber all securities 
received in connection therewith, and said broker has not 
otherwise held funds or securities for or owed money or 
securities to customers; or (B) its securities business has 
been limited to buying and selling evidences of indebtedness 
secured by mortgage, deed or trust, or other lien upon real 
estate or leasehold interests, and said broker or dealer has 
not carried any margin account, credit balance, or security for 
any securities customer. 


(2) Attached to the report shall be an oath or affirmation that, 
to the best knowledge and belief of the person making such 
oath or affirmation, (i) the financial statements and schedules 
are true and correct and > (ii) neither the broker or dealer, 
nor any partner, officer, or director, as the case may be, has 
any proprietary interest in any account classified solely as 
that of a customer. ¢ The oath or affirmation shail be made 
before a person duly authorized to administer such oaths or 
affirmations. If the broker or dealer is a sole proprietorship, 
the oath or affirmation shail be made by the proprietor; if a 
partnership, by a general partner; or if a corporation, by a 
duly authorized officer. 


(4) The broker or dealer shall file with the report a suppie- 
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mental report which shall be covered by an opinion of the 
independent public accountant on the status of the member- 
ship of the broker or dealer in the Securities Investor Protec- 
tion Corporation (“SIPC”) if, pursuant to subparagraph (e)(1), 
a report of the broker or dealer is required to be covered by 
an opinion of a certified public accountant or a public 
accountant who is in fact independent. The supplemental 
report shall cover the SIPC annual general assessment 
reconciliation or exclusion from membership forms not previ- 
ously reported on under this subparagraph (4) which were 
required to be filed on or prior to the date of the report 
required by paragraph (d) of this section. The supplemental 
report, ® an original of which shall be submitted to the 
regional office of the Commission for the region in which the 
broker or dealer has its principal place of business, the 
Commission's principal office in Washington, and the princi- 
pal office of the designated examining authority for such 
broker or dealer, < shall be bound separately, be dated and 
be signed manually, and shall include the following: 


> (8) < For all or any portion of a fiscal year 
ending in 1976 and each fiscal year thereafter, 
comparison of amounts reflected in ® the annual 
report required by paragraph (d) < of this sec- 
tion, with amounts reported in the Annual Gen- 
eral Assessment Reconciliation (Form SIPC-7); 


& (C) < Comparison of adjustments reported in 
Form S!IPC-7 with supporting schedules and 
working papers supporting adjustments; 


» (D) < Proof of arithmetical accuracy of the 
calculations reflected in Form SIPC-7 and in the 
schedules and working papers supporting adjust- 
ments; and, 


> (E) <« Comparison of the amount of any 
overpayment applied with the Form SIPC-7 on 
which it was computed; or, 


» (F) < If exclusion from membership is claimed 
® the accountant shall review the annual report 
required by paragraph (d) of this section for all or 
any portion of a fiscai year ending in 1976 and 
each fiscal year thereafter < to ascertain that the 
Certification of Exclusion from Membership 
(Form SIPC-3) was consistent with the income 
reported. 


(f) Qualification, Designation and Replacement of Accoun- 
tant 
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2a je tee 


(2) Designation of accountant. 


> (i) < Every broker or dealer which is required by 
paragraph (d) of this section to file an annual report of 
financial statemens shall file no later than December 10 
of each year a statement with the Commission's princi- 
pal office in Washinton, D. C., the regional office of the 
Commission for the region in which its principal place 
of business is located and the principal office of the 
designated examining authority for such broker or 
dealer. Such statement shall indicate the existence of 
an agreement dated no later than December first, with 
an independent public accountant covering a contrac- 
tual commitment to conduct the broker's or dealer's 
annual audit during the following calendar year. 


> (ii) < The agreement may be of a continuing nature, 
providing for successive yearly audits, in which case no 
further filing is required. If the agreement is for a single 
audit, or if the continuing agreement previously filed 
has been terminated or amended, a new statement 
must be filed by the required date. 


> (iii) < The statement shall be headed “Notice 
pursuant to Rule 17a-5(f)(2)” and shall contain the 
following information: 


(A) name, address, telephone number and regis- 
tration number of the broker or dealer; 


(B) name, address and telephone number of the 
accounting firm; 


(C) the audit date of the broker or dealer for the 
year covered by the agreement. 


> (iv) Any broker or dealer which is exempted from the 
requirement to file an annual audited report of financial 
statements shall nevertheless file the notice specified 
herein indicating the date as of which the unaudited 
report will be prepared. 


(v) Notwithstanding the date of filing specified in sub- 
paragraph (f)(2)(i), every broker or dealer shall file the 
notice provided for in subparagraph (f)(2) within 30 
days following the effective date of registration as a 
broker or dealer. ¢ 


(g) ***** 
(y™ 
{iv) in obtaining and maintaining physical possession or 


controi of all fully paid and excess margin securities of 
customers as required by § 240.15c3-3. ® Such review 
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shall include a determination as to the adequacy of the 
procedures described in the records required to be 
maintained pursuant to § 240.15c3-3(d)(4). 4 
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(3) A material inadequacy in the accounting system, 
internal accounting controls, procedures for safeguard- 
ing securities, and practices and procedures referred to 
in ® subparagraph (g)(1) which is expected to be 
reported under these audit objectives includes any 
condition which has contributed substantially to or, if 
appropriate corrective action is not taken, could reason- 
ably be expected to (i) inhibit a broker or dealer from 
promptly completing securities transactions or promptly 
discharging his responsibilities to customers, other bro- 
kers and dealers or creditors; (ii) result in material 
financial loss; (iii) result in material misstatements in 
the broker's or dealer’s financial statements; or (iv) 
result in violations of the Commission's recordkeeping 
or financial responsibility rules to an extent that could 
reasonably be expected to result in the conditions 
described in parts (i), (ii), or (iii) of this subparagraph 
(3). 


Proposed Amended Section 240.17a-10 
§ 240.17a-10 Report of revenue and expenses. 


(a)(1) Every broker or dealer ® exempted from the 
filing requirements of paragraph (a) of § 240.17a-5 
shall, not later than 17 business days after the close of 
each calendar year (commencing with calendar year 
1977), file the Facing Page, a Statement of Income 
(Loss) and balance sheet from Part IIA of Form X-17A- 
5 (§ 249.617 of this chapter) < for such calendar year. 


p> (2) Every broker or dealer subject to the filing 
requirements of paragraph (a) of § 240.17a-5, other 
than brokers or dealers described in paragraph (c) of 
this section, shall submit Schedules | and II of Form X- 
17A-5 (§ 249.617 of this chapter) with its Form X-17A-5 
(§ 249.617 of this chapter) for the calendar quarter 
ending December 31 of each year. 


(3) Every broker or dealer subject to the filing require- 
ments of paragraph (a) of § 240.17a-5 which has gross 
revenue related to the securities business which equals 
or exceeds $10 million for the calendar year shall, not 
later than 17 business days after the close of each 
calendar year (commencing with calendar year 1976), 
submit Schedule |, Il and Ill of Form X-17A-5 
(§ 249.617 of this chapter) with its submission of Form 
X-17A-5 (§ 249.617 of this chapter) for the calendar 
quarter ending December 31 of each year. < 


(b) The provisions of paragraph (a) of this section shall 
not apply to a member of a national securities ex- 
change or a registered national securities association 


which maintains records containing the information 
required by ® Form X-17A-5 (§ 249.617 of this chap- 
ter) < as to each of its members, and which transmits 
to the Commission a copy of the record as to each 
such member pursuant to a plan, the procedures and 
provisions of which have been submitted to and de- 
clared effective by the Commission. Any such plan filed 
by a national securities exchange or a registered 
national securities association may provide that when a 
member is also a member of one or more national 
securities exchanges, or of one or more national secu- 
rities exchanges and registered national securities as- 
sociation, the information required to be submitted with 
respect to any such member may be transmitted by 
only one specified national securities exchange or 
registered national securities association. For the pur- 
pose of this section, a plan filed with the Commisison 
by a national securities exchange or a registered 
national securities association shall not become effec- 
tive unless the Commission, having due regard for the 
public interest, for the protection of investors, and for 
the fulfillment of the Commission's functions under the 
provisions of the Act, declares the plan to be effective. 
Further, the Commission, in declaring any such plan 
effective, may impose such terms and conditions relat- 
ing to the provisions of the plan and the period of its 
effectiveness as may be deemed necessary or appro- 
priate in the public interest, for the protection of inves- 


tors, or to carry out the Commission's duties under the 
Act. 


(c) ***** 


(d) In the event any broker or dealer finds that it cannot 
file ® the annual report required by paragraph (a) of 
this section within the time specified < without undue 
hardship, it may file with the Commission's principal 
office in Washington, D. C., ® prior to the date upon 
which the report is due <¢ an application for an exten- 
sion of time to a specified date which shall not be later 
than ® 60 < days after the close of the calendar year 
for which the report is to be made. The application shall 
state the reasons for the requested extension and shall 
contain an agreement to file the report on or before the 
specified date. 


Proposed Amended Section 240.71a-11 


§ 240.17a-11 Supplemental current financial and operational 


reports to be made by certain exchange members, brokers 
and dealers. 


(a) Every member, broker or dealer subject to § 240.15c3-1, 
whose net capital at any time is less than the minimum 
required by any capital rule to which such person is subject > 
and every member, broker or dealer subject to § 240.i15c3-1 
whose total outstanding principal amounts of satisfactory 
subordination agreements exceeds the maximum allowable 
for a period in excess of 90 days in accordance with the 
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provisions of § 240.15c3-1(d), < shall: 


(1) Give telegraphic notice as set forth in paragraph (f) of this 
section that such person's net capital is less than is required 
by any such capital rule, identifying the applicable net capital 
rule or rules ® or that such person’s total outstanding 
principal amounts of satisfactory subordination agreements 
exceeds the maximum allowable in accordance with the 
provisions of § 250.15c3-1(d). < The notice shall be given on 
the same day that such person's capital becomes less than 
required by any of the aforesaid rules to which such person is 
subject ® or, with respect to the total outstanding principal 
amounts of satisfactory subordination agreements, on the first 
day upon which such amount has exceeded the maximum 
allowable for a period in excess of 90 days. < 


(2) Within 24 hours thereafter file Part !1 ® or Part IIA < of 
Form X-17A-5 (§ 249.617 of this chapter) ® as determined in 
accordance with the standards set forth in §§ 240.17a- 
5(a)(2)(ii) and (a)(2)(iii), < and such supplementary informa- 
tion as may be required. 


(b)(1) If a computation made by a broker or dealer pursuant 
to the requirements of § 240.15c3-1(c) shows, at any point 
during the month, that his aggregate indebtedness is in 
excess of 1,200 per centum of his net capital, or that his total 
net capital is less than 120 per centum of the minimum net 
capital required of him, such person shall file a report on Part 
ll ® or Part IIA < of Form X-17A-5 (§ 249.617 of this chapter) 
> as determined in accordance with the standards set forth in 
sections 240.17a-5(a)(2)(ii) and (a)(2)(ili), < within 15 calen- 
dar days after the end of each month thereafter until 3 
successive months shall have elapsed during which his 
aggregate indebtedness does not exceed 1,200 per centum 
of his net capital, and his total net capital does not fall below 
120 per centum of the minimum net capital required of him. 


(2) lf a computation made by a member, broker or dealer to 
§ 240.15c3-1(f) shows, at any point during the month, that his 
net capital is less than 6 percent of aggregate debit items 
computed in accordance with § 240.15c3-3 Exhibit A: For- 
mula for the Determination of Reserve Requirements, or that 
his total net capital is less than 120 per centum of the 
minimum net capital required of him, such broker or dealer 
shail file a report on Part Il ® or Part IIA <¢ of Form X-17A-5 
(§ 249.617 of this chapter) ® as determined in accordance 
with the standards set forth in §§ 240.17a-5(a)(2)(ii) and 
(a)(2)(iii), < within 15 calendar days after the end of each 
month thereafter until three successive months shall have 
elapsed during which his net capital is not less than six 
percent of aggregate debit items computed in accordance 
with § 240.15c3-3 Exhibit A, and his total net capital does not 
fail below 120 per centum of the minimum net capital required 
of him. 


(3) weds 


(4) if a member, broker or dealer subject to the requirements 
of § 240.15c3-1(c)(2)(x)(F)(3), § 240.15c3-1(c)(2)(x)(B)(7) or 
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§ 240.15c3-1d(c)(2) fails to comply with the financial respon- 
sibility standards set forth in any of the above provisions, 
such member, broker or dealer shall immediately give notice 
of such event as specified in such provision. < 


ele eae ee 


Proposed Amended Section 240.17a-13 


§ 240.17a-13 Quarterly security counts to be made by certain 
exchange members, brokers and dealers. 


ok eee 


(b) ake 


(5) Record on the books and records of the member, broker, 
or dealer all unresolved differences setting forth the security 
involved and date of comparison in a security count differ- 
ence account no later than 7 business days after the date of 
each required quarterly security examination, count, and 
verification in accordance with the requirements provided in 
paragraph (c) of this section. Provided, however, that no 
examination, count, verification, and comparison for the pur- 
pose of this section shall be within 2 months of or more than 
4 months following a prior examination, count, verification, 
and comparison made hereunder. 


e 2 oh we 


Proposed Amended Section 240.-17a-18 


§ 240.17a-18 Forms required by national securities ex- 
changes, registered national securities associations, regis- 
tered clearing agencies and the Municipal Securities Rule- 
making Board of their members to be filed with the Commis- 
sion. 


(a) Every national securities exchange, registered national 
securities association ® registered clearing agency and the 
Municipal Securities Rulemaking Board < shall file with the 
Commission three copies of each new form, report or ques- 
tionnaire or substantial modification or amendment to any 
existing form, report or questionnaire which it requires or 
proposes to require of its members or of any class of 
members, whether on a one-time, regular, or for-cause basis, 
not less than 5 weeks (or such shorter period as the 
Commission may authorize) prior to requiring its members or 
any class of members to file such new or amended form, 
report or questionnaire; provided, however, that under emer- 
gency circumstances such form, report or questionnaire or 
substantial modification or amendment need not be filed as 
hereinabove required, but in such case the exchange, associ- 
ation » clearing agency or the Board < shall file three copies 
of such form, report or questionnaire or substantial modifica- 
tion or amendment giving the Commission as much notice as 
circumstances permit, together with a written statement of the 
reasons why the filing of the form, report or questionnaire or 














substantial modification or amendment in accordance with 
the procedures described above was impractical and request- 
ing permission to adopt the forms within a shorter period of 
time than required hereinabove. ® The Municipal Securities 
Rulemaking Board shall be subject to the requirements of this 
section only with respect to forms proposed to be applicable 
to registered brokers and dealers. < 


Ve FS 


> (c)(1) The Commission shall approve any forms if it finds 
that said forms are consistent with the requirements of the 
Securities Exchange Act of 1934 and the rules and regula- 
tions thereunder applicable to such exchange, association, 
clearing agency or Board. The Commission shall disapprove 
the forms if it does not make such a finding. 


(2) In the case of proposed forms submitted pursuant to the 5 
week (or such shorter period as the Commission may author- 
ize) requirement of paragraph (a) of this section, a Commis- 
sion disapproval shall be transmitted within thirty days after 
receipt of the proposed new form or receipt of a substantial 
modification or amendment to any existing form, or such 
longer period as the Commission may deem to necessary. 
The proposing entity may agree to extend this period for an 
additional thirty days. 


(3) If the Commission does not act within the time periods set 
forth in paragraph (c)(2) of this section, said proposed forms 
shall be deemed to be approved. 


(4) An exchange, association, clearing agency or Board 
requesting emergency approval of a proposed form pursuant 
to paragraph (a) of this section must receive Commission 
approval before requiring its member to submit said proposed 
form. ¢ 


Proposed Amended Section 240.17a-19 


§ 240.17a-19 Form X-17A-19 Report by national securities 
exchanges and registered national securities associations of 
changes in the membership status of any of their members. 


> (a) Within 24 hours of the occurrence of the initiation of the 
membership of any person, or the suspension or termination 
of the membership of any member for which it is the 
designated examining authority, (unless a notice of such 
event previously has been filed) or upon learning that one or 
more of such events will occur, every national securities 
exchange and every registered national securities association 
shall give telegraphic notice of events required to be reported 
pursuant to Section 240.17a-19 to the Commission at its 
principal office in Washington, D. C., the Regional Office of 
the Commission for the region in which the member has its 
principal place of business, and the Securities Investor Pro- 
tection Corporation. < 


> (b) < Every national securities exchange and every regis- 
tered national securities association shall file with the Com- 


mission > at its principal office in Washington, D. C., the 
Regional Office of the Commission for the region in which the 
member has its principal place of business, < and the 
Securities Investor Protection Corporation such information 
as is required by § 249.635 of this chapter on Form X-17A-19 
> within 5 business days < of the occurrence of the initiation 
of the membership of any person, or the suspension or 
termination of the membership of any member (unless a 
notice of such event previously has been filed) or promptly 
upon learning that one or more of such events will occur. 
Nothing in this section shall be deemed to relieve a national 
securities exchange of its responsibilities under ® § 240.17a- 
5(b)(5) < except that to the extent a national securities 
exchange promptly files a report on Form X-17A-19 including 
therewith, inter alia, information sufficient to satisfy the re- 
quirements of ® § 240.17a-5(b)(5), <¢ it shall not be required 
to file a report pursuant to § 240.17a-5(b). B® Upon the 
occurrence of the events described in this paragraph, every 
national securities exchange and every registered national 
securities association shall notify in writing such member of 
its responsibilities under § 240.17a-5(b). ¢ 


Proposed Amended Section 240.17a-20 


§ 240.17a-20 Monitoring effect of competitive commission 
rates. 


» (a)(1) Every broker or dealer subject to the filing require- 
ments of paragraph (a) of § 240.17a-5 shall file, not later than 
17 business days after the close of each calendar quarter, a 
report of its revenues and expenses and related financial and 
other information for each calendar quarter on Form X-17A-5 
(§ 249.617 of this chapter.) < 


> (2) <4 The provisions of paragraphs (a)(1) of this section 
shall not apply to a member of a national securities exchange 
or a registered national securities association if said ex- 
change or association maintains records containing the infor- 
mation required by § 249.617 of this chapter on Form X-17A- 
5 as to such member, and transmits to the Commission a 
copy of the records as to such member pursuant to a plan, 
the procedures and provisions of which have been submitted 
to and declared effective by the Commission. Any such plan 
filed by a national securities exchange or a registered na- 
tional securities association may provide that when a member 
is also a member of one or more national securities ex- 
changes, or of one or more national securities exchanges 
and a registered national securities association, the informa- 
tion required to be submitted with respect to any such 
member may be submitted by only one designated national 
securities exchange or registered national securities associa- 
tion. For the purpose of this section, a plan filed with the 
Commission by a national securities exchange or a registered 
national securities association shall not become effective 
unless the Commission, having due regard for the fulfillment 
of the Commission's functions under the provisions of the 
Act, declares the plan to be effective. Further, the Commis- 
sion, in declaring any such plan effective, may impose such 
terms and conditions relating to the provisions of the plan and 
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the period of its effectiveness as may be deemed necessary 
or appropriate in the public interest, for the protection of 
investors, or to carry out the Commission’s duties under the 
Act. 


> (3) < Individual reports filed pursuant to paragraph (a) of 
this section are to be considered nonpublic information, 
except in cases where the Commission determines that it is 
in the public interest to direct otherwise. 


> (b) < On written request of any national securities ex- 
change, registered national securities association, broker or 
dealer, or on its own motion, the Commission may grant an 
extension of time or an exemption from any of the require- 
ments of § 240.17a-20 or § 249.617 (Form X-17A-5) of this 
chapter either unconditionally or on specified terms and 
conditions. 


roposed Amended Section 240.15c3-3 


§ 240.15c3-3 Customer protection—reserves and custody of 
securities 


(a) *** 


» (4) A broker or dealer which is subject to the requirements 
of section 240.15c3-3 with respect to physical possession or 
control of fully paid and excess margin securities shall 
prepare and maintain a current and detailed description of the 
procedures which it utilizes to comply with the possession or 
control requirements set forth in this section. The records 
required herein shall be made available upon request to the 
Commission and to the designated examining authority for 
such broker or dealer. < 


Proposed Amended § 249.617 


§ 249.617 Form X-17A-5, Information required of certain 
brokers and dealers pursuant to § 17 of the Securities 
Exchange Act of 1934 and § 240.17a-5, § 240.17a-10 
§ 240.17a-11 and § 240.17a-20 of this chapter. 


> Appropriate parts of this form < shall be used by every 
broker or dealer required to file reports under § 240.17a-5(a), 
(b), and (d), B® § 240.17a-10(a), § 240.17a-11, and 
§ 240.17a-20(a) < of this chapter. 


Proposed Amended § 249.618 
§ 249.618 Form X-17A-10, annual report of revenue and 
expenses to be filed by brokers and dealers pursuant to 


Section 17 of the Act and § 240.17a-10 of this chapter. 


[Revoked] 
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Proposed Amended § 249.636 


§ 249.636 Form X-17A-20 Monitoring effect of competitive 
commission rates—revenue and expense information 


[ Revoked] 
Statutory Basis 


The proposed amendments to §§ 240.17a-4, 240.17a-5, 
240.17a-10, 240.17a-11, 240.17a-13, 240.17a-18, 240.17a- 
19, 240.17a-20, 240.15c3-3 and 249.617, and the proposed 
revocation of § 249.618 and § 249.636 described herein 
would be adopted pursuant to §§ 15, 17(a), 17(e) and 23 of 
the Securities Exchange Act of 1934 (15 U.S.C. §§ 78q, 780, 
78w). 


Request for Comments 


The Commission encourages comments on the entire FO- 
CUS reporting system, as well as on the amendments 
proposed herein. The Commission is particularly interested in 
receiving comments from members of the public with respect 
to the following: 


1) The advantages of consolidating the information 
previously required to be reported on Form X-17A-10 
(§ 249.618) and Form X-17A-20 (§ 249.636) into the 
normal quarterly filings of Form X-17A-5 (§ 249.617). 


2) Whether brokers and dealers which are registered 
but which have not effected any transactions during the 
fiscal year should be exempted from the requirement to 
file a certified annual report of financial statements. 


3) Whether an exemption from the requirement to file a 
certified annual report of financial statements should be 
granted to certain brokers and dealers, the business of 
which is limited as follows: 


a) The registrant handles no customer funds or 
securities other than customers’ checks which 
are made payable to the order of the custodian, 
distributor, or issuer, and not to the registrant; 


b) The custodian, distributor, or issuer confirms 
directly to the customer; 


c) The custodian, distributor, or issuer arranges 
directly with the customer either to hold the 
security in custody or mail it directly to the 
customer; 


d) The customer remits certificates directly to the 
custodian, distributor, or issuer for liquidation; 
and 


e) The registrant files with its uncertified annual 
report a notarized affirmation stating the exact 





@ 


' @ 


nature of its business and attesting to the accu- 
racy of the information contained in the annual 
report. 


Interested persons should submit their comments in writing in 
triplicate. on or before February 28, 1977. All such communi- 
cations should be directed to George A. Fitzsimmons, Secre- 
tary, Securities and Exchange Commission, 500 North Capi- 
tol Street, Washington, D. C. 20549. Comments should refer 
to File No. S7-667 and will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 The Report Coordinating Group was established in accord- 
ance with the provisions of the Federal Advisory Committee 
Act, 5 U.S.C. Appendix 1. 


2 The Group also concentrated its efforts on the development 
of uniform registration and record retention forms. Uniform 
registration forms for brokers and dealers were adopted by 
the Commission on May 16, 1975 (Securities Exchange Act 
Release No. 11424). 


Subsequent to the submission of the Report Coordinating 
Group’s First Annual Report, a Trading Forms Task Force 
deliberated for several months and recommended the elimi- 
nation or consolidation of the 104 trading forms described in 
the First Annual Report. The Task Force proposed simplified 
and consolidated forms as a replacement. The affected 
exchanges have agreed almost uniformly to implement the 
proposed simplified trading forms as soon as supplies of 
current forms are exhausted, and not later than December 
31, 1976. 


An Assessment Forms Task Force working during the same 
period has made additional proposals for the further simplifi- 
cation of assessment procedures. The Group resolutions in 
favor of simplification and automation of assessment proce- 
dures have been transmitted to the Securities Investor Pro- 
tection Corporation and the National Market Advisory Board. 
For background and prior status of these two projects, see 
First Annual Report of the Report Coordinating Group, June 
16, 1975, and Second Annual Report of the Report Coordi- 
nating Group, April 26, 1976. 


3 Comments suggesting further simplification and changes in 
the items of the FOCUS Report were considered in the 
drafting of the FOCUS Report Revised Discussion Paper 
released on December 16, 1974 (Securities Exchange Act 
Release No. 11140, December 16, 1974). The FOCUS 
Report Revised Discussion Paper set forth a three-part 
reporting format of financial and operational data to be 
completed by certain firms at specified intervals. 


Subsequent to the release of the FOCUS Report Revised 


Discussion Paper, the Group held additional public meetings 
to further simplify the FOCUS Report and at the same time 
improve its effectiveness as a surveillance tool for the Com- 
mission and the self-regulators. The Group released its final 
recommendation for a FOCUS Report in its First Annual 
Report on June 16, 1975 (Securities Exchange Act Release 
No. 11499, June 16, 1975; 40 FR 27989, July 2, 1975). 


4 Securities Exchange Act Release No. 11748, October 16, 
1975; 40 FR 51060, November 3, 1975. 


5 Securities Exchange Act Release No. 11935, December 17, 
1975; 40 FR 59706, December 30, 1975. 


5 id., at 6. 
7Id. 


8 A work group comprised of representatives from the various 
self-regulatory organizations is currently studying Parts |, Il, 
and IIA of Form X-17A-5 and expects to recommend further 
revisions early in 1977. These proposed revisions, as well as 
further clarifications and interpretations of the proposed 
amendments to Form X-17A-5 (§ 249.617) which are dis- 
cussed at pp. 19-21 infra, will be published for comment in a 
separate release. 


9 Securities Exchange Act Release No. 11935 (December 17, 
1975) at 158. 


10 This review is one aspect of a proposed revised system for 
ensuring brokers’ and dealers’ compliance with the require- 
ment to maintain physical possession or control of fully paid 
and excess margin securities in accordance with the provi- 
sions of § 240.15c3-3. The other components of this system 
are the maintenance by the broker or dealer of a detailed 
description of the procedures used to obtain possession or 
control; a quarterly representation on Part il of Form X-17A-5 
stating that the procedures have been tested and are func- 
tioning in a manner adequate to fulfili the requirements of 
§ 240.15c3-3; a quarterly report, on Part Il of Form X-17A-5, 
of the market valuation and number of items which are not in 
the registrant's possession or control as of the report date, for 
which the required action was not taken within the time 
frames specified in § 240.15c3-3; and a report, as of the audit 
date, of the market valuation and number of items for which, 
under the provisions of § 240.15c3-3, instructions to reduce 
to possession or contro! should have been issued and were 
not. 


11 The text of proposed amended Form X-17A-5 (§ 249.617) 
and the text of the proposed supplementary schedules are 
attached hereto as Appendix A. Copies of such forms are 
available for public inspection. 
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FOCUS REPORT 
PART II 





» BROKER OR DEALER 





For the period (MMDDYY) from to 
Number of months included in this statement 








REVENUE AND EXPENSES 
(X-17A-5, X-17A-10, X-17A-20) 
Revenue: 
-l.. Commissions: 
a. Commissions on transactions in listed equity securities 
GRGCUCOd Oy, ON GRCURTGG: c- 6) o: 0) 62 02 of 6: «st ela teo eee 6 6S 
b. Commissions on transactions in exchange listed equity 
securities executed over-the-counter .......++e-s 
c. Commissions on listed option transactions ...... 
d. All other securities commissions ......4+.26-ee68-e. 
e. Total securities commissions .... . 














_2. Gains or losses on firm securities trading accounts ~~ Le Bit: mee 
a. From market making in over-the-counter equity securities = 
_i. Includes gain (loss) OTC market-making in 
exchange-listed equity securities .. 
b. From trading fa det securities . . 1. 6 sss bd eS 6 
c. From market making in options on a national securities 
GSCUBNEE 440 eeten at celeste hse fone ee ee ea ee 
dd. Free a1) Other tracing + 6: < ‘ste oie ve See eee. ee ee 
@o_Toteal gain (lose) « « oo) & 6 «60 © 0 0 0 0 8 8 ale 
3. Gains or losses on firm securities investment accounts 
a. Includes realized gains (losses) .....2eece ce eeeve 
b. Includes unrealized gains (losses) oo ee". 6 eS ee 
c. Total realized and unrealized gains. (losses) e % % 
4, Profit or (loss) from underwriting and selling groups 
a. Includes underwriting income from corporate equity 
SOCULLELOS sos hc) o0s 0+ cho 0 oe © 0 8s 0 6 8 
Oe PUREE SUCOLGRE Sere Gr et ct oe cc 6 6 6 a 6 6 ee 6 ee Ce eS eee ee ee 
6. Revenue from sale of investment company shares ..... 
7.. Fees for account supervision, investment advisory and. 


administrative DEM ECEE sss cle << ¢ 6 6 0 e 6 
8. Revenue from research services ...... » 
9. Commodities revenue ..... + «++ «+e 
10. Other revenue related to securities business 
a Fe are ee ee ie ee eee 


12. Total revenue . 2 1 ee ee ee ee ee ew 





















































eo” « €°6 
































| e; 10° @7 © 








+ 

e le 
‘ 

. 





e @jeje « 








Expenses: 
13. Registered representatives’ compensation .... 
14. Clerical and administrative employees expenses .....++ 2 2eeeceees 
15. Salaries and other employment costs for general partners, 
and voting stockholder officers . ... «cc cecece 
a. Interest credited to General and Limited Partners 
GADLEEL SGCGUNES | 6.6 .é\,0 ce) .6. « 6 she 6,66 6 « 0 @ 
16.. Floor brokerage paid to certain brokers (see definition). .....+++-+-. 
17.. Commissions and clearance paid to all other brokers 
(SG@ dO@SINITION).. 6 used 0 (eo 1860 See ee See Ses 


Ss <6 « 6 See eee 
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FOCUS REPORT i 
PART II 
Revenue and Expenses 


_18. Clearance paid to non-brokers (see definition) . 

29, SOMMMINICACTONS oe eis is, le. Ge: ce ene Geos) eis ie 16 eee ee 

20. Occupancy and equipment costs . . . .« « « « « « «eee ee 

21. Promotional costs . « « << <\s 6 ¢..s««, 0 « 

22. Interest expense . . . 2 « « © 2 © © 0 0 © 0 0 0 ow ow ew 

‘ a. Includes interest on accounts subject to subordination 
agreements ~. . « « « « © © © © © » © © «© © © © 2 8 oe 


cceeee 


























23. _Losses in error account and bad debts... . . . . « « « « « « 








.24.__Data processing costs (including service bureau 





service charges e . 7 = o e bd e e e * e a e e e e e e e e e e e e e e 





26. Regulatory fees and expenses’... . « + « « « « « « « © « « 
a. Includes transaction fees s payable on over-the-counter 
sales of listed. pecurttias i as bss 6.0 96 Be ee 


25 Non-recurring charges ©. 0-0, O28 @. IWS OD 20.856 O18). 8 BOS 




















27.__Other expenses 


~ eo 8 8 © 0:3 '@' OO) 6 O86 2 eo) 6S OO O'R: SO. O1 28 +84 8 8 


28. Total expenses e e ° 4 ee ao e e * a e@eeene - e s e e e e t se e e e e se 
Net Income: 
29. Unconsolidated net income Goss before Federal income 


30. Provision for Federal income canes (for parent only)... s « 
31. Equity in earnings (losses) of unconsolidated subsidiaries 


























Hot included above soc sss aati es a ee bes le ae 





a. After Federal income tates OF 2.6. 3 <6 se eles 





S2.. Extraordinary @01ns (ClOSHOS) <3. 6.6. ese (sc cee fe staiae 
m. Atter Federal income taxes of <) < <6:6)6 s: «s % «6 








33. Cumulative effect of changes in accounting principles .. 

34. Consolidated net income (loss) after Federal income taxes 
mod-extracrdinary LEGMS . «sc ss sts « sles. she « eels 

Monthly Income: 

35. Unconsolidated net income (current month only) before 
provision for Federal income taxes and extraordinary items ..... 








1/ Aggregate dollar amount of OTC sales of listed securities in period is 





S$ . Item 26a, transaction fees are 1/300 of 1 percent of : 


aggregate amount, if this amount is more than $3 million annually. 


1292/SEC DOCKET 


















































Part II 
Revenue and Expenses 


@. 1b, 1c, 1d, 1e—Report commissions earned on all 


agency equity and debt transactions including non-inventory 
principal transactions. Commissions earned on introduced 
accounts carried by other brokers and on omnibus accounts 
carried for other brokers should be reported net. Commis- 
sions earned on listed option transactions executed on a 
national securities exchange are to be reported at Item 1c. 


2—Report realized and unrealized gain (loss) on securities 
held for sale in the ordinary course of business and not 
identified as held for investment. Dividends and interest 
income on securities in trading accounts shall be treated as 
an adjustment to gain (loss). Amounts reported shall not be 
reduced by any allocation of Federal income taxes. 


Gain (loss) from market-making activities in exchange listed 
securities is to be reported in Item 2a in the blank provided, 
and does not include gain (loss) from specialist activities on a 
national securities exchange. 


3a, 3b, 3c—Report, as separate items, realized and unreal- 
ized gain (loss) on securities identified as held for investment. 
Dividends and interest income shall be treated as adjust- 
ments to gain or loss. Amounts reported shall not be adjusted 
by any allocation of Federal income taxes. 


4—Report the gross profit (loss) from management of or 
participation in underwriting syndicates and selling groups. 
Gross profit (loss) shall be determined as the difference 
between the proceeds of securities sold and their purchase 
price adjusted for discounts, commissions and allowances 
received from or given to other brokers. Any direct expense 
which can be associated with specific underwriting may also 
be considered as a cost in determining gross profit (loss). In 
determining gross profit(loss), any unrealized loss on securi- 
ties unsold at the time the underwriting account was closed 
shall be considered as a deduction from the proceeds of 
securities sold. 


Employee compensation and employment costs of persons 
working in an “underwriting department” and other related 
expenses of such department shall be treated as indirect 
expenses and not deducted in determining gross profit (loss). 


in Item 4a, report the profit (loss) from management of or 
participation in underwriting syndicates and selling groups 
where the security underwritten is a corporate equity security. 
(“Equity security” shall mean any stock or similar security, or 
any security convertible, with or without consideration, into 
such a security, or carrying any warrant or right to subscribe 
to or purchase such a security.) 


5—Report total interest income earned on customers’ securi- 
ties and commodities accounts. 


6—Include income from sale of open-end investment com- 


pany shares as retailer and as an underwriter including sales 
of periodic payment plans of the installment type and face 
amount certificates. Exclude income from sale and underwrit- 
ing of shares of closed-end investment companies. 


7—Report fes for services to individual and corporate cus- 
tomers. The amount to be included as administrative serv- 
ices, however, shall be limited to fees charged to investment 
companies and periodic payment plans other than for invest- 
ment advisory services. 


8—Report revenues received from research services pro- 
vided to customers for which a fee is levied. 


9—Report income from commissions, fees, and principal 
trading in commodities. The term “commodities” includes 
future commodity contracts and spot (cash) commodity con- 
tracts. 


10—Other revenue related to the securities business includes 
among other things service charges; proxy solicitation fees; 
subscription fees for periodic publications; fees received from 
private placements of securities not registered under the 
Securities Act of 1933; and fees for puts, calls and other 
option transactions not effected on a national securities 
exchange. 


13—Report total compensation to registered representatives. 
Compensation and costs to be reported for such persons 
shall include amounts determined by salary, commission or 
other basis. 


14—Report all salaries, commissions, bonuses, profit sharing 
contributions, payroll taxes and benefits paid to or incurred for 
all employees except registered representatives, general 
partners, and voting stockholder officers. 


15—Report the total salaries and employee benefits for 
voting stockholder officers and general partners (as agreed to 
in the partnership agreement). Report separately in Item 15a 
interest credited to general and limited partners capital ac- 
counts; include this amount in Item 15. 


716—Report fioor brokerage paid to specialists and two-dollar 
floor brokers. 


17—Report commissions (including floor brokerage) and 
clearance paid to all brokers other than specialists and two- 
dollar floor brokers. Include all commissions paid to other 
brokers on transactions in omnibus accounts. 


718—Report clearance fees paid to clearing corporations, 
associations, and dispositions. 


19—Include the cost of telephones and leased wires; post- 
age, stationery; office supplies and forms. 


20—Report the cost of rent, heat, light and maintenance; 
depreciation and amortization; all other equipment rental and 
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general insurance except those included in Item 21 and Item 
22. 


21—Report general advertising and promotional expenses. 
Include payments to all media to promote the respondent and 
its services to the general public. Additionally, report expendi- 
tures to make the public aware of various investment vehicles 
and plans which do not specifically address an individual firm, 
fund, or enterprise. 


22—Include interest paid to banks and on customers’ ac- 
counts, on all other unsubordinated and subordinated borrow- 
ings. 


22a—Report total interest paid on subordinated liabilities. 
Subordinated liabilities include: accounts of partners subject 
to equity or subordination agreement; subordinated loans and 
accounts; and secured demand notes. 


26—Report all fees paid to regulatory bodies in order to 
conduct a securities business. Examples of such fees are 
payments for registration of registered representatives, SECO 
fees, NASD dues, and exchange membership dues. Addition- 
ally, report all direct expenditures to meet reporting require- 
ments imposed by regulatory bodies such as legal and audit 
fees for annual audit required by Rule 17a-5 (17 C.F.R. 
240.17a-5) of the Securities and Exchange Act of 1934 and 
service bureau charges required to complete various surveys 
which are not part of the respondent's management report 
system. Exclude SIPC assessment from this Item. SIPC 
assessments are to be included in Item 26, “Other ex- 
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penses.” Fees paid exchanges on commission revenues are 
to be excluded from this Item. Fees paid exchanges on 
commissions shall be reported in Item 26, “Other expenses.” 


26a—Report total transaction fees payable to the S.E.C. 
under Sec. 31 of the Securities and Exchange Act of 1934 for 
over-the-counter sales of listed securities during the report- 
ing period. Transaction fees on OTC sales of listed securities 
became effective on January 1, 1976. The Commission has 
exempted some OTC sales of listed securities from Sec. 31 
fees, and S.E.C. Rule 31-1 should be consulted (17 C.F.R. 
§ 240.31-1, 41 Fed. Reg. 30588 (July 26, 1976)). Sec. 31 
transaction fees are to be paid to the Commission on an 
annual basis only on or before March 15 of each calendar 
year, for sales occurring in the previous calendar year. Actual 
payment of such fees to the Commission by individual 
brokers and dealers shall be made in cash, certified check, or 
bank money order payable to the Securities and Exchange 
Commission, omitting the name or title of any official of the 
Commission. 


27—Report all expenses not included in Items 11 through 25. 


31—The amount reported shall be stated net of any applica- 
ble tax provisions. 


32—State in a note the nature and amount of any material 
gains or losses and disclose the tax applicable to each. 


33—State in a note any material items and disclose the tax 
applicable to each. 
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| FOCUS REPORT 


PART IIA 
a 
a BROKER OR DEALER 


For the period (MMDDYY) from to 
Number of months included in this statement 











REVENUE AND EXPENSES 
(X-17A-5, X-17A-10, X-17A-20) 


Revenue: 
1. Commissions: 
a. Commissions on transactions in exchange listed equity 
SQCOELEIOR oss ie is SSS cele aGSs 6) 1 0 
b. Commissions on listed option transactions 
c. All other securities commissions 
d. Total securities commissions ......+0e.«+s+e«e ecco 
2. Gains or losses on firm securities trading accounts 
a. From market making in options on a national securities 
exchange . ss a e e e s e * es e e s oe ° . 2 * e e a ae 
b. .From. all other trading « «.<.0 « ¢ 6s 0 © ¢..¢6 
CG. Total. gain GOse) oo 6 feiss ie 0 0 6 fe 0. 6).0..8 
3.. Gains or losses on firm securities investment accounts. 
4. Profit (loss) from underwriting and selling groups 
5.. Revenue from sale of investment company shares .... .« 
' 6.. Commodities revenue ....-«cccececececerseee 
7. Fees for account supervision, investment advisory and 
administrative services . ...«.sc-e«cccescceecevece 
SO. GCUner PAvGnUG oo swe a 6 6 6 = 6 se be ee ee 8 we 
T° “Stee SE ss Sa ee ae ee aT ee OS Oe 


; \ a Expenses: 


10. Salaries and other employment costs for general partners 
and voting Stocknuolder Ofticers . <<. se st te 8 ee 
ll. Other employee compensation and benefits 
12. Commissions paid to other broker-dealers 
| L3. “Imt@sest @xpeuse 66 6 a «.:4 «6 «6 6 0 0 0 6 tate te ems 
| a. Includes interest on accounts subject to subordination. 
| RS Ss Se aw 6 Se ar wk 
} 14, Regulatory fees and expenses ..... + ++ ee eee ees eevee 
a. Includes transaction fees payable on over-the-counter - 
ae ane < . ss se os aaee Glee he | NB 
15.. Other expenses 
16.. Total expenses 
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6. Ce C2 1.8 yO > 6: 2446 € 
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Net Income: 

17. Unconsolidated net income (loss) before Federal income 
taxes and items below (Item 9 less Item 16) ....... 

18.. Provision for Federal income taxes (for parent only) ......4e-ee«-s 


19,.. Equity in earnings (losses) of unconsolidated subsidiaries 
not inc luded ab ove a se e e ° oo e . ° . 2 ° o e — e s + e a 
a. After Federal income taxes of . .....-+ «oe 


e & © | @ Oe, 5@, 4 

















1/ Aggregate dollar amount of OTC sales of listed securities in period is 
$ - Item 14a transaction fees are 1/300 of 1 percent of the 
aggregate amount, if this amount is more than $3 million annually. 





SEC DOCKET/1295 








FOCUS REPORT 
PART IIA 
Revenue and Expenses 


20. Extraordinary gains (losses) . . . 2 « « © © « «© © © « e's 
a. After Federal income taxes of . 1. .cccecsevecrce 

21. Cumulative effect of changes in accounting principles... 

22.. Consolidated net income (loss) after Federal income taxes 
and extraordinary items ....c-eccceececececec ce 0 eo 


Monthly Income: 
23. Unconsolidated net income (current month only) before 
provision for Federal income taxes and extraordinary items 
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Part IIA 
Revenue and Expenses 


1a, 1b, 1c, 1d—Report commissions earned on all agency 
equity and debt transactions including non-inventory principal 
transactions. Commissions earned on introduced accounts 
carried by other brokers and on omnibus accounts carried for 
other brokers should be reported net. Commissions earned 
on listed option transactions executed on a national securities 
exchange are to be reported as Item 1b. 


2—Report realized and unrealized gain (loss) on securities 
held for sale in the ordinary course of business and not 
identified as held for investment. Dividends and interest 
income on securities in trading accounts shall be treated as 
an adjustment to gain (loss). Amounts reported shall not be 
reduced by any allocation of Federal income taxes. 


3—Report gain (loss) on securities identified as held for 
investment Dividends and interest income shall be treated as 
adjustments to gain or loss. Amounts reported shall not be 
adjusted by any allocation of Federal income taxes. 


4—Report on the gross profit (loss) from management of or 
participation in underwriting syndicates and selling groups. 
Gross profit (loss) shall be determined as the difference 
between the proceeds of securities sold and their purchase 
price adjusted for discounts, commissions and allowances 
received from or given to other brokers. Any direct expense 
which can be associated with specific underwriting may also 
be considered as a cost in determining gross profit (loss). In 
determining gross profit (loss), any unrealized loss on securi- 
ties unsold at the time the underwriting account was closed 
shall be considered as a deduction from the proceeds of 
securities sold. 


Employee compensation and employment costs of persons 
working in an “underwriting department” and other related 
expenses of such department shall be treated as indicated 
expenses and not deducted in determining gross profit (loss). 


Include the profit (loss) from management of or participation 
in underwriting syndicates and selling groups where the 
security underwritten is a corporate equity security. (“Equity 
security” shall mean any stock or similar security, or any 
security convertible, with or without consideration, into such a 
security, or carrying any warrant or right to subscribe to or 
purchase such a security.) 


5—Include income from sale of open-end investment com- 
pany shares as retailer and as an underwriter including sales 
of periodic payment plans of the installmant type and face 
amount certificates. Exclude income from sale and underwrit- 
ing of shares of closed-end investment companies. 


6—Report income from commissions, fees, and principal 
trading in commodities. The term “commodities” includes 
future commodity contracts and spot (cash) commodity con- 
tracts. 


7—Report fees for services to individual and corporate cus- 
tomers. The amount to be included as administrative serv- 
ices, however, shall be limited to fees charged to investment 
companies and periodic payment plans other than for invest- 
ment advisory services. 


8—Report revenue received from sources related and unre- 
lated to the securities business which are not included in 
Items 1 through 7. 


10—Report the total salaries and employee benefits for 
voting stockholder officers and general partners (as agreed to 
in the partnership agreement). 


11—Report all salaries, commissions, bonuses, profit sharing 
contributions, payroll taxis and benefits paid to or incurred for 


all employees except general partners, and voting stock- 
holder officers. 


72—Report all commissions paid to other brokers or dealers 
for transactions executed on or off a national securities 
exchange. Include payouts to other broker-dealers on com- 
modity transactions. Fees paid exchanges on commissions 
are to be excluded from this Item and reported in Item 15, 
“Other expenses.” 


13—Include interest paid to banks and on customer ac- 
counts; on all other subordinated and unsubordinated borrow- 
ings. 


13a—Report total interest paid on subordinated liabilities. 
Subordinated liabilities include: accounts of partners subject 
to equity or subordination agreement; subordinated loans and 
accounts; and secured demand notes. 


14—Report all fees paid to regulatory bodies in order to 
conduct securities business. Examples of such fees are 
payments for registration of registered representatives, SECO 
fees, NASD fees, and exchange membership dues. Addition- 
ally, report all direct expenditures to meet reporting require- 
ments imposed by regulatory bodies such as legal and audit 
fees for annual audit required by Rule 17a-5 (17 C.F.R. 
240.17a-5) of the Securities and Exchange Act of 1934 and 
service bureau charges required to complete various surveys 
which are not part of the respondent's management report 
system. Exclude SIPC assessment from this Item. SIPC 
assessments are to be included in Item 15, “Other ex- 
penses.” Fees paid exchanges on commission revenue are 
to be excluded from this Item. Fees paid exchanges on 
commissions shall be reported at Item 15, “Other expenses.” 


14a—Report total transaction fees payable to the S.E.C. 
under Sec. 31 of the Securities and Exchange Act of 1934 for 
over-the counter sales of listed securities during the reporting 
period. Transaction fees on OTC sales of listed securities 
became effective on January 1, 1976. The Commission has 
exempted some OTC sales of listed securities from Sec. 31 
fees, and S.E.C. Rule 31-1 should be consulted (17 C.F.R. 
§ 240.31-1, 41 Fed. Reg. 30588 (July 26, 1976)). Sec. 31 
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transaction fees are to be paid to the Commission on an 
annual basis only, on or before March 15 of each calendar 
year, for sales occuring in the previous calendar year. Actual 
payment of such fees to the Commission by individual 
brokers and dealers shall be made in cash, certified check, or 
bank money order payable to the Securities and Exchange 
Commission, omitting the name or title of any official of the 
Commission. 


15—Report all expenses not included in Items 10 through 14. 


19—The amount reported shall be stated net of any applica- 
ble tax provisions. 


20—State in a note the nature and amount of any material 
gains or losses and disclose the tax applicable to each. 


21—State in a note any material items and disclose the tax 
applicable to each. 


Securities and Exchange Commission 
Washington, D. C. 20549 
FORM X-17A-5 Schedules 


GENERAL INSTRUCTIONS 


NOTE TO RESPONDENTS: Schedules |, Il and Ill of Form X- 
17A-5 are calendar year unconsolidated reporis to be filed by 
the registrant, as applicable, as a supplement to the regular 
fourth quarter Form X-17A-5. 


Brokers or dealers which are exempt from the filing require- 
ments of paragraph (a) of Section 204.17a-5 are to submit, 
no later than 17 business days after the commencement of 
the calendar year an annual report consisting of the Facing 
Page, balance sheet, and Revenue and Expense Statement 
from Part IIA of Form X-17A-5 and Schedule | of Form X- 
17A-5. 


Scheduie | is to be filed by all broker-dealers with their fourth 
quarter submission of Form X-17A-5. Schedule | requires the 
reporting of general information designed to measure certain 
economics and financial characteristics of the registrant. 


Schedule // is to filed only by registrants with majority owned 
or partially owned subsidiaries and affiliates. Schedule II will 
require a listing of annua! gross revenues by major categories 
by all majority owned and partially owned subsidiaries and 
affiliates of the broker-dealer filing Form X-17A-5. 


Schedule IH! is to be filed by broker-dealers filing Part II of 
From X-17A-5 with annual gross revenue related to the 
securities business of $10 million or more. Gross revenue 
related to the securities business is defined in the instructions 
to Schedule Ill. 

SCHEDULE | 


1—Firm name refers to the name under which the respond- 
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ent is registered as a broker-dealer pursuant to Section 15b 
of the Securities Exchange Act of 1934. 


2—Report the name(s) of broker-dealers acquired through 
merger, consolidation, asset acquisition, or any other means 
during the course of the reporting period. A separate report is 
to be filed for the acquired firm for the period prior to the 
acquisition. The report of the acquiring firm is to include only 
its information for the period prior to the acquisition and the 
information of the merged or consolidated firm for the period 
subsequent to the acquisition. 


4—The term “national securities exchange” or exchanges 
shall mean any exchange registered under Section 6 of the 
Securities Exchange Act of 1934 


5—“Equity security” shall mean any stock or similar security; 
or any security convertible, with or without consideration, into 
such a security, or carrying any warrant or right to subscribe 
to or purchase such a security. 


9a & b—These items are to be completed by only carrying 
firms required to file Part Il of Form X-17A-5. Report total 
number of public customer accounts, regardless of the 
method by which those accounts are cleared. 


The term “public customer’ shall mean any person from 
whom or on whose behalf a broker or dealer has received or 
acquired or holds funds or securities for the account of such 
person, but shall not include a broker or dealer, or a general, 
special or limited partner or director or officer of the broker or 
dealer, or any person to the extent that such person has a 
claim for property or funds which by contract, agreement or 
understanding, or by operation of law, is part of the capital of 
the broker or dealer or is subordinated to the claims of 
creditors of the broker or dealer. Omnibus accounts carried 
for other brokers or dealers shall not be included in the count 
of public customer accounts (Item 10a) but shall be included 
under Item 10b. 


Only active public customer accounts will be included in the 
public customer account total. For an account to be consid- 
ered “active,” it must have a non-zero cash or securities 
balance at the end of the reporting period or have had some 
action (purchase or sale of securities, dividend credit, etc.) 
during the reporting period. Omnibus accounts carried for 
other brokers at the end of the reporting period are to be 
included in omnibus account total. 


77—Indicate with “1” the methods by which respondent 
Clears its public customer accounts. If respondent has no 
customers, as defined in 10a and 10b above, respondent is 
to place a “1” in the “not applicable” box. If respondent 
principally clears its public customer transactions through 
other than a broker-dealer place an “1” in the “other” box. 


12—Exchange membership is to include associate and lim- 
ited memberships as well as regular memberships. See Item 
5 description for definition of “exchange.” 
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13a & b—Report only full time (full time is defined as anyone 
who works 40 hours or more per week for respondent) 
personnel employed by respondent as of the last business 
day of the year. A full time registered representative is any 
person who works a minimum of 30 hours per week and 
spends at a minimum, 50 percent of his time engaged in 
effecting transactions with public customers on behalf of the 
respondent. The number of employees and registered repre- 
sentatives is “as of’ the last business day of the year. 


16a, b & c—These items are to be completed only by 
carrying or clearing firms required to file Part Il of Form X- 
17A-5. Report the tctal number of public customer transac- 
tions executed on a national securities exchange. If basis of 
count is an actuai count place an “I” in “actual” box. If 
statistical method is used place an “I” in “estimate” box. 


A transaction is defined as an executed trade which results in 
a customer trade confirmation. Therefore, the count of trans- 
actions should be taken from the customer side and should 
not include confirmation corrections. For count purposes, 
several executions at the same price which result in one 
confirmation should be counted as one transaction. 


In the case where a firm uses a statement-type confirmation, 
each item or “line” should be considered as a confirmation for 
purposes of counting transactions. For those exchange trans- 
actions in which the respondent acts as principal, both street 
and customer sides are counted as separate transactions. 
For non-inventory principal transactions in an over-the- 
counter security, both the purchase for inventory and the sale 
to the customer shall be counted as separate transactions. 
Commodity, bond, option, and other transactions are to be 
reported in Item 17c. 


For investment company securities transactions in which 
cash or securities are handled by respondent (exclude trans- 
actions by others such as voluntary or periodic payment 
plans), a count of trade confirmations should be used to 
obtain the transaction count. The street and customer side 
are counted as one transaction. For underwriting transactions 
the takedown should be counted as one transaction and the 
ultimate sale to customers should be counted based on 
customers’ confirmations (e.g., an underwriting of 2,000 
shares is ultimately sold to five customers—takedown of 
2,000 shares counts as one trade and the sale to five 
customers counts as five trades). For commodity transactions 
purchase or sale of contracts are to be counted as one 
transaction and each subsequent closeout is to be counted 
as one transaction [e.g., five contracts of a commodity 
purchased in one trade (same price and on the same day) is 
one transaction, subsequent sale as five separate contracts 
(different day or price for each) is five additional transactions]. 
Do not include clearing house side in count. 


For option transactions the purchase of an option contract 
represents a transaction. 


For commercial paper transactions both the purchase and 


sale should be counted as separate transactions. Count may 
be taken from confirmation or acknowledgement tickets. 
Items which are not strictly principal trades such as private 
placement sales should be included. Repurchase agreement 
sales and returns should also be included in count. 


Corrections shall be excluded from the transaction count. 
However, an error transaction, that is a transaction where the 
wrong security was purchased and the correct security must 
later be purchased, is not considered a correction. For error 
transactions, the original transaction and the buy and sell 
from the error account are to be counted as separate 
transactions. 


Firms carrying public customer accounts for other broker- 
dealers on a fully disclosed basis are to include transactions 
from those accounts in their number count. Firms introducing 
accounts on a fully disclosed basis will report “zero” for 
these items. 


Although an actual count of transactions is preferred, an 
estimated count may be generated using the following meth- 
odology: 


1. Select the specific days for which transactions will be 
counted 


(a) Randomly selecting one of the first 15 work- 
ing days in the year as the starting date, 


(b) Selecting each 8th working date thereafter 
throughout the entire year, 


(c) Listing these dates in chronological order. 
This should result in a list of exactly 30 dates. (If 
more than this number have been selected, 
randomly discard dates throughout the year until 
only 30 remain.) 


2. Count and record the transactions for each of the 
above 30 dates in each of the categories requested. 


3. Estimate the annual number of transactions in each 
category by multiplying the aggregate of the 30 dates 
test count in each category by 8.3333 to annualize the 
transaction count. 


18—Include both foreign and domestic branch offices. 


SCHEDULE III 


Note to Respondent: Schedule II is to be filed by broker- 
dealers filing Part Il of Form X-17A-5 with “annual” gross 
revenue related to the securities business of $10 million or 
more for the calendar year. Gross revenue related to the 
securities business is defined as total revenue (line 12 of Part 
ll, Form X-17A-5, Income and Expenses Statement) less 
revenue un-related to the securities business (line 11 of Part 
ll, Form X-17A-5, Income and Expense Statement). 
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Schedule IIIA Realized Gain (Loss) From Principal Trans- 
actions in Securities in Trading Accounts 


Schedule IIIA presents a detailed breakdown of the gain 
(loss) total. Gain (loss) (Dividends and Interest Income) in 
securities identified as being held for investment purchases in 
accordance with the provisions of the Internal Revenue Code 
applicable to dealers shall not be included in this schedule. 


Dividend and interest income on securities in trading ac- 
counts shall be treated as an adjustment to gain (loss) 
reported. 


All amounts reported shall not be reduced by allocation of 
Federal income taxes. 


Gains (loss) from trading in State and local bonds is to be 
broken out between General obligation and Revenue bonds. 
General obligation bonds are those bonds which are sup- 
ported directly or indirectly by the full faith and credit of the 
obligor. Revenue bonds are those bonds which can be repaid 
only from specified revenues such as road tolls or rents from 
leases. 


The subcaption “Market-Making” refers to all market-making 
and shall be limited to activities in those particular securities 
in which the respondent holds himself out (by entering 
indications of interest in purchasing and selling in an inter- 
dealer quotations system or otherwise) as being willing to buy 
and sell securities for his own account on a continuous basis 
otherwise than on a national securities exchange. 


Gains on riskless transactions are not to be included in this 
schedule. 


Schedule IIIB Profit or Loss From Management of and 
Participation in Underwriting Syndicates and Selling 
Groups 


The information called for in columns A and B shall be given 
in accordance with the indicated classifications. 


Sales as principal underwriter of investment company securi- 
ties (other than closed-end investment companies) shall not 
be reported in this schedule. 


Column A—Aggregate Cost to the Public of Securities Sold 


State the aggregate price paid by public customers for 
securities sold by respondent as member of underwriting 
syndicates, as participant in selling groups, or in unregistered 
block distribution. Securities sold to other broker-dealers shall 
be excluded from the amount reported. 


Column B—Gross Profit or Loss 
Gross profit or loss shall be determined as the difference 


between the proceeds of securities sold and their purchase 
price adjusted for discounts, commissions and allowances 


1300/SEC DOCKET 


= 


received from or given to other brokers. Any direct expense 
which can be associated with a specific underwriting may 
also be considered as a cost in determining gross profit or 
loss. !n determining gross profit or loss any unrealized loss on 
securities unsold at the time the underwriting account was 
closed shall be considered as a deduction from the proceeds 
of securities sold. 


Employee compensation and employment costs of persons 
working in an “underwriting department” and other related 
expenses of such department shall be considered as indirect 
expenses and not deducted in determining gross profit or 
loss. 


1 & 2—Repori all underwritings of securities registered under 
the Securities Act of 1933. Underwritings made on a firm 
commitment basis shall be reported at caption 1 and other 
underwritings, such as “best efforts” or “all or none,” shall be 
reported at caption 2. 


3—Unregistered block distributions to be reported include (1) 
a public distribution of unregistered securities through the 
facilities of a national securities exchange in accordance with 
the exchange rules applicabie to “Special Offering Plans” or 
“Exchange Distribution Plans,” or a public distribution of listed 
securities over-the-counter in accordance with exchange 
rules applicable to “Secondary Distribution.” Such distribu- 
tions are to be reported as underwritings regardless of 
whether the transactions have been effected in the capacity 
of principal or agent. 


4—Respondent's participation in the underwriting and/or sell- 
ing of state and local bonds is to be broken out between 
Generai obligation and Revenue bonds. For a definition of 
General obligation versus Revenue bonds see instruction for 
gain (loss) from trading in State and Local bonds of Schedule 
IIIA. 


Schedule IilIC Income From Other Sources 


3—Report premium received from non-exchange option 
transactions. 


10—Report all other revenues related to respondent's securi- 
ties business not previously reported in income from other 
sources, Items 1 thru Items 9. 


Schedule IIID Securities Positions in Investment, Trading 
and Other Accounts 


NOTE TO RESPONDENTS: This schedule shall be used to 
report long and short positions in securities in which respond- 
ent has an interest. Securities clearly identified as being held 
for investment in accordance with provisions of the Internal 
Revenue Code applicable to dealers in securities shall be 
reported under caption 2, investment accounts. Commodities 
positions in trading and investment account are to be in- 
cluded in this. 
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: PURSUANT TO SECTION 17 OF THE SECURITIES SEC File No. 
EXCHANGE ACT OF 1934 AND RULE 17a~10 a 
| THEREUNDER, 8- : 


1 _ Securities and Exchange Commission Washington, D.C. 20549 - 7) 


Report for the Calendar Year 19__ [C_] or 
if less than 12 months 








| Report for the period beginning / / C1 and ending Ye hy, 





1. Name of respondent: 









2. Name(s) of broker-dealer(s) merging with respondent during reporting pe 





* NAME: 
| F NAME: 

NAME: 
} . NAME: 














3, Respondent conducts a securities business exclusively with registered broker-dealers: 
(enter applicable code 1=Yes 2=No) 





Respondent is registered as a specialist on a national securities exchange: 


i * 
4 2 (enter applicable .code 1=Yes 2=No 


| 5. Respondent makes markets in the following securities: 





(a) equity securities. . . . 2 « «+ ++. «+ «+ Center applicable code 1=Yes 2=N 
“(b) municipals . . . 6 «0 «© © © © 3 « © © © © Center applicable code 1=Yes 2=No 
(c) other debt instruments... ... + + + + « «(enter applicable code 1=Yes , 2=No 





' 6. .Respondent is registered solely as a mumicipal bond dealer: 
(enter applicable code 1=Yes 2= 





| 7, Respondent is an insurance company or an affiliate of an insurance company 


9, ee 
LN 
(enter applicable code 1=Yes 2=Nol 





8. Respondent carries its ow public customer accounts 
| (enter applicable code 1=Yes 2=N 





| 9- Respondent's total number of public customer accounts 

(carrying firms filing Part IL of ¥ormX-i7A-5 only) 

(ap CRUG Se CUBLOMNGr GCCOUNGSs 2c 67s SS eae « ee oe arene te ta 
Ch) GUS ue SCCOUNCE. cre 62 oe. 6 <0 6 6 te oe eel eo 0 6-6 Laeens 
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Respondent clears its public customer and/or proprietary accounts 


. (enter applicable code l=Yes 2=No/ [ 








ti, Respondent clears its public customer accounts in the following manner: ! 


(a) Direct Mail (New York Stock 


Center a "1" in appropriate 


Exchange Members only). 



















































































{b) Self-Clearing ar . e . e e e e e e . . e e s eo ° e e : , ; : : ‘ : : 
he) Wan tbs 56S Se Sa ae See ease hg a ee ee 
(d) “Introducing rk es ee. ak ee Pek Wer ak lee oe ie es es a ee ee en ee an as ee 
KO) POCKET 0 ee So. 6 bs 6, 0 eee Sos So ee eG eee eee 
I£ other please describe: i . 
(£) Not applicable. e e e a e e e e es s e e e e es e ” e e e o e e es * es s al sc 
2. (a) Respondent maintains membership(s) on national securities exchange(s): . : 
— : igh (enter applicable code l=Yes 2=No(__——SrT 
b ames of national securities exchange(s) in which respondnet maintains 
memberships (enter an "1" in appropriate boxes) 
(1) American e 7 . e . e e + e e es e es e e e e e e e e e c ° e e * e 
¢ (2) Boston e ° es = e e e e e e ° e e o e e e e e e * * e e e e e e e 
(3) CBOE om e e e e e e e @ e ee e se e e e e . e e e e e e e e e e e 
(4) Midwest. . . oeo0eoeo3575osnvoeeeee8#ee#e#e##eee#ee8 @ @ @ @hehe 
(5) 5 New York 2 € e oe ° e aa e e a e « e o e e o e e 2 es e a e . e s e 
(6) Philadelphia e e e eo *¢ e es e . e a e e e e e e e e e cm e » 
(7) PEW. ° . e e e « e e e e ~ e e es ° e e f * e es a a e e e e e : : 
(8) Other. e e . o om o « e e e e a - e e o e e e * * e e e e e a e ” 
0 Employees: (a) Number of full-time employees. Sr eri eee te er a Re | 
(b) Number of full-time registered representatives employed 
by respondent included in 13(a). . . 2. ee ccecececae x ae 
14, Number of. NASDAQ stocks respondent makes market . . . « PS cack yale ee 8 
15,. Total number of underwriting syndicates respondent was a member ... . a. | | 
} 
to. Number of respondent's public customer transactions: Actual] __ = 
(Carrying or clearing firms filing Part II of Form I-17A-5 only) Estimate, | 
(a) equity securities transactions effected on a aE 8 : 
national securities exchange. 2 6 6,8 6 C8. S £8 1S [6 78 6) Soe Ss | : ; 
(b) equity securities transactions effected other than on a 
national securities exchange. . . +». e«2ee eee oe ee eee | \ 
(ce) commodity, bond, option, and other transactions effected 
_on or off a national securities exchange. . . . 6 oe © © eo 3S { 
ul. Respondent is a member of the Securities Investor Protection ist ee | 


(enter applicable code 1=Yes 
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Form X-17A- 
Part I 








Numbec of branch offices operated by respondcnt. . . «+ + 2 ee ee ee R| ] 








Recpondent is an affiliate or subsidiary of a foreign broker-dealer or bank 
(enter applicable code l=Yes 2=No 





fa) Respondent is a subsidiary of a registered broker or dealer 
(enter applicable code l=Yes 2=No | 
(b) Name of parent 








ka 


7 


Respondent is a subsidiary of a eis which is not a registered broker or 
dealer (enter applicable égode l=res y,, es & TL 
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Washington, D.C. 20549 
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Schedule III 





Schedule III is to be filed by broker- 
dealers filing Part II of Form X-17A-5 
with "annual" gross revenue related to 
the securities business of $16 million 
or more for the calendar year. Gross 
revenue related to the securities 
business is defined as total revenue 
(line 12 of Part II, Form X-174-5, 
Income and Expense Statement) less 
revenue unrelated to the securities 
business (line 11 of Part II, Form X- 
17A-5, Income and Expense Statement). 


»>@ “FNDEX 


Schedule IIIA 

Schedule IIIB 
Schedule IIIC 

Schedule IIID 














Name of Broker or Dealer 
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Schedule III-A 





REALIZED 


GAIN (LOSS) FROM PRINCIPAL. 


TRANSACTIONS IN SECURITIES IN TRADING ACCOUNTS 
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EXCHANGES ore 
ecstsihhd (COL. A) (COL. 8) 
1. Government Securities: OMIT-CENTS 
v 
a. US. Goverment .5 2c sce ctek cee eee ee ey a710 |$ 8743 
b. ‘State and Local : i 
1. ‘General Obligation bonds ...< «<<. 0,6 ci0:jee. een ene a7it 8744 |. 
2 Reavenwe Genes 6). cel eS Fores tee ew 8712 8745 
c. Other Government Securities . 2... 2 ee ee eee eee 8713 8746 
a. Bantetel (leslb sie}: oe ose FT ee we ees 6714 8747 
2. Market-Making: 
a. Stocks Listed on:an Exchange. < «<<. % < 2 feisrs eb s 8719 8782 vs 
ee PAL Other Stocks. s:5. T°4':< eS Ss fo) Se Wa te ee) oe Tee 8720 8753 
C. Debt Securities < ss 0 260 0 0 00.08 seus 61s bi66 4 8721 8754 
Gg. ‘oumotal (2es2bs2e) = ss «2a © ges « Bie Sew ake e 8722 87388 
3. Trading for Respondent’s Account (other than trading in firm’s 
investment accounts and trading reported above ): 
a. Stocks Listed on an Exchange ....2cccccecsccec 8727 8762 
be GAll Uther Stocks «cs < 6 so e's 6 sl ples sw biota ee ee 8728 8763 
SS SNSONS os Se oo) eters she lols wie, eerie eee Role osn ers 8729 8764 
hie Dien os 8. CUT Se ae See 8730 2768 |To 
iD, OCR TEMOIOT 6 oo: 5 br oi0i0 e010 o wrelens ecenevete so oes 8731 8766 
v 
f. Subtotal (3a+3b+3er3de3e) - ee eee eee se reece 17 8732 8767 | 
4, Realized Gain (Loss) (1d+2d HFflececcsceecesessece ; - | 8768 
5. Total Realized Gain (Loss) (Add Col A and Cor. B / | Ws W : 
cg le wy PPP rr rrr ry EV TSE ir yo ir ee ee Yy Y iz 
Spy: ae oe aos ; Yyf WY $ 
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PROFIT OR LOSS FROM MANAGEMENT OF AND PARTICIPATION 
IN UNDERWRITING SYNDICATES AND SELLING GROUPS 






















































































Aggregate Cost to 
the Public of Gross 
CLASSIFICATION OF UNDERWRITINGS Securities Sold by ae ay 
j Respondent (Cel. B) 
(Cel. A) F 
1. ‘Firm commitment underwriting of registered corporate securities: OUIT-CENTS a 
v 
20 
Ss SSCUGMM cs Spd anel avare. 6 Miguel ee a6) 6 4. écace lee. Saeko $s eaco js 8821 
We I SOIT Seog a og cw ce ec oe a ee 8 0 eee s 8801 822: 
ion EE EE oa che ea) Sie\ so u6 6, S46 * <6 eee 2802 se23 |22 
2. ‘Other underwriting of registered corporate securities (e.g., best 
efforts underwriting, direct placements) . . .... 46. pare awe 8803 8824 
3. UNREGISTERED block distributions (as principal or agent) 
secondaries, exchange cistributions, special offerings ...... | 8804 8828 
4. Total corporate securities (1e+#243), .. oc wtw w c wee 880s 882s | 
: a 5. Government securities: , Fi 
ie Roce CRNOUIIIEE eects c 8 es al cule a ele eae eee 8806 8627 
b. State and local 
v 
1. General obligation bonds ............- rs 8807 sez8 | 
Roe ERE Ss go. :o 3 cc. a. «4 due wo es 9808 8829 
c. Other government securities... .....560200 00-2 8809 9930 |23 
Gey RL, COMWGECHEEUSE) 6.56 6 6.004 6% 0 6 6 0 owe re asic 8831 ° 
ly 
6. Total (Column A only ) yy 
(Total of lines (445d) oe ee eee eer eereeresees YY 
7. Tete (COMOROS 6g ek icles eer ew ewes - 
( Total of lines 445d) « : or 8841 
Ls / 
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Schedule III-c 





INCOME FROM OTHER SOURCES 
[ SECURITIES BUSINESS ONLY } 








4. 


a 


6 


10. 


11. 


Subscription fees for periodic publications .........- 


Fees received from private placements of securities not registered under the Securities 
PRCCOl GOSS 6 reso a. 5146s 2 8 0.18 ere. eae siphare 61a te os oe nel erie 46 (eo toe steta 


Fees for puts, calls, other option transactions not conducted on a national securities 


RRCNON GR 65555 ST ee ae ote oe Se ee eh 6 66 
Proxy solicitation fees. . 
Service charges (includes custodian fees) . 1.2.22 
Dividends from securities in firm investment whceinita. 


Nonrecurring income . . 


ss eee ee ee we we ewe eee 


Consulting fees for mergers and acquisitions (include finders fees). ..+eeeeeee » 
Income from commercial paper operations .......2.2.: 
Other revenues related to securities business not included above --.-..'... . 


Total other revenue related to securities business - items 1 thru 10 ~ eccccocccccces . 


eee eereeeeeeeeee 


OMIT-CENTS 





ceeeevreveeee ee eeeve 


8870 





8871 














eoeoeeoeeeevreseseeeeee 


8875 





esr eeeeeeee ese eee @ 


8876 





8877 |28 
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® SECURITIES AND COMMODITIES POSITIONS IW 
INVESTMENT, TRADING, AND OTHER ACCOUNTS 
























































































































































LONG - $HORT 
POSITIONS POSITIONS 
(COL. A) (COL. B) 
OMIT CENTS 
1. Trading Accounts: 

ae Stocks. ee e e a e . ° ° o . . ° e e e e 8910 8940 v 
be ‘J Options e e e 2 _ e es 6h e e e es a e « 8915 8945 2e 

c. Corporate bonds (includes convertibles) 8911 8941 

d. U.S. Government securities. ...... 8912 8942 

F e. State, local and all other government 
SOCUS LUT OS se 67656) -a 01-6 16).0),.0) e406 6:6 8913 8943 
.__£,__Total trading. accounts (latlb+le+ld+le Bie! ek Oat 8914. Ct sa bat ; 8944 
2.. Imvestment Accounts: 

ae s tocks e ° es es e * e e J ° a e e e ee * 8919 s 8549 
b. Options e a e e e e ef e ° & ° e s es - _ 8924 8954 I's 
c. Corporate bonds (includes convertibles) 8920 8950 |29 

d. U.S. Government securities. ....e. 8921 8951 

\ e. State, local and all other government 
DE oe eae kg. os 0 WR 8922 8952 
f. Total investment accounts .. + + + « «| 8923 |$ 8953 
(2at+2b+2c+2d+2e) 

Sy Uther Accountss —f---[-— Sp 

a) RS -a.-- 6ommo rodities e “5 Pe e = ou. « 8 —s eo "—— =" }95a6-13- = > -——~+8 358 

2. Sa ee ee ee -tggr79 Ie. - -=bg9s¢ 

“Gs “GSDEERL MCCOUNCE, 6 Gs ciate eusne oe Is c - - — 78939°{S “18960 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13101/December 23, 1976 


The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 
1934 (“Exchange Act”) the single ten day suspension of 
over-the-counter trading for the period commencing at 10:25 
a.m. (EST) on December 23, 1976 and terminating at mid- 
night (EST) on January 1, 1977 of the common stock of 
Omni-Rx Health Systems (“Omni-Rx”), a California corpora- 
tion with principal executive offices located at 11616 South 
Hawthorne Bivd., Hawthorne, California. 


The Commission ordered the trading suspension due to 
inadequate current information concerning the financial condi- 
tion and business affairs of Omni-Rx and deficiencies in its 
reports to the Commission. 


Tie Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should carefully consider 
the foregoing information along with ail other currently availa- 
ble information and any information subsequently issued by 
the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the trading suspension no quotation may 
be entered unless and until they have strictly complied with all 
of the provisions of said rule. If any broker or dealer has any 
questions as to whether or not he has complied with said 
rule, he should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in Washing- 
ton, D.C. If any broker or dealer is uncertain as to what is 
required by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until such time 
as he has familiarized himself with said rule and is certain 
that all of its provisions have been met. If any broker or 
dealer enters any quotation which is in violation of said rule, 
the Commission will consider the need for prompt enforce- 
ment action. 


if any person adversely affected by such suspension or who 
would be adversely affected by the renewal of the suspension 
desires to show that such suspension is not necessary in the 
public interest or for the protection of investors, such person 
may petition the Commission that it not renew the suspen- 
sion. Such petition should be filed with the Commission in 
accordance with the procedure set forth in Securities Ex- 
change Act Release No. 12361 dated April 22, 1976. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13102 December 23, 1976 
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The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 1934 
(“Exchange Act”) the single ten day suspension of exchange 
and over-the-counter trading for the period com- 
mencing at 10:25 a.m. (EST) on December 23, 1976 and 
terminating at midnight (EST) on January 1, 1977 of the 
securities of Gemex Minerals, Inc. a Canadian corporation 
with principal executive offices located at 401 Bay Street, 
Toronto, Ontario. 


The suspension of trading was requested by the company 
after questions concerning the registration of its stock in the 
United States were raised. It appears that an earlier claim of 
exemption from registration requirements for foreign issuers 
may not have been valid. It is expected that the period of 
suspension will provide time in which to resolve such ques- 
tions as pertain to the status of the issuer and its securities. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently availa- 
ble information and any information subsequently issued by 
the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the trading suspension no quotation may 
be entered unless and until they have strictly complied with all 
of the provisions of said rule. If any broker or dealer has any 
questions as to whether or not he has complied with said 
rule, he should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in Washing- 
ton, D. C. If any broker or dealer is uncertain as to what is 
required by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until such time 
as he has familiarized himself with said rule and is certain 
that all of its provisions have been met. if any broker or 
dealer enters any quotation which is in violation of said rule, 
the Commission will consider the need for prompt enforce- 
ment action. 


lf any person adversely affected by such suspension or who 
would be adversely affected by the renewal of the suspension 
desires to show that such suspension is not necessary in the 
public interest or for the protection of investors, such person 
may petition the Commission that it not renew the suspen- 
sion. Such petition should be filed with the Commission in 
accordance with the procedure set forth in Securities Ex- 
change Act Release No. 12361 dated April 22, 1976. 
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NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE AMERICAN STOCK EXCHANGE INC. (File No. SR- 
AMEX-76-30) 


The American Stock Exchange, Inc. (“AMEX”) submitted, on 
December 13, 1976, proposed rule changes to provide for the 
transfer of the clearing agency business of the American 
Stock Exchange Clearing Corporation (“ASECC”), the 
AMEX’s wholly-owned clearing subsidiary, to the National 
Securities Clearing Corporation (“NSCC”). The rule changes 
would permit the effectuation of a plan, incorporated in 
agreements among the AMEX, ASECC, NSCC and others, 
pursuant to which ASECC would become a division of NSCC. 


Publication of the submission is expected to be made in the 
Federal Register during the week of December 27, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty-one 
days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-AMEX-76-30. 


Copies of the submission, with accompanying exhibits, and of 
all written comments will be available for public inspection at 
the Securities and Exchange Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D. C. Copies of the 
filing will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13104/December 23, 1976 


In the Matter of 

THE AMERICAN STOCK EXCHANGE 

86 Trinity Place 

New York, New York 10006 

(SR-Amex-76-12) 

ORDER APPROVING PROPOSED RULE CHANGE 


On March 25, 1976, the American Stock Exchange (the 
“Amex’) filed with the Commission, pursuant to Section 19(b) 


of the Securities Exchange Act of 1934 (the “Act”), as 
amended by the Securities Acts Amendments of 1975, and 
Rule 19b-4 thereunder, copies of a proposed rule change. 
That proposed rule change was amended on May 27, 1976; 
June 24, 1976; July 23, 1976; August 24, 1976; September 1, 
1976; October 19, 1976; and December 13, 1976, respec- 
tively. The original proposed rule change would have ex- 
panded the number of underlying stocks upon which the 
Amex would be authorized to approve call option trading from 
the present number of 60 call option classes to 100 call 
option classes. As amended on December 13, 1976, the 
Amex requested that the proposed rule change be consid- 
ered as two separate proposals: an initial proposal to expand 
by the addition of twenty option classes and a second 
proposal to expand at a later, unspecified time by the addition 
of twenty more options classes. 


Notice of the proposed rule change was given by publication 
of a Commission release (Securities Exchange Act Release 
No. 12334 (April 12, 1976)), and notice of the proposed rule 
change together with the terms of substance of the proposed 
rule change was given by publication in the Federal Register 
(41 Fed. Reg. 16523 (April 9, 1976)). 


The Commission finds that the amended proposed rule 
change seeking the addition of an initial twenty classes of 
options is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national securi- 
ties exchanges and, in particular, the requirements of Section 
6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that such proposed rule change filed with the 
Commission on March 25, 1976, as amended on December 
13, 1976, to provide for the addition of twenty additional 
authorized option classes, be, and it hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13105/December 23, 1976 


Fingerprinting of Persons Employed Prior to July 1, 1976 


The Securities and Exchange Commission today announced 
ihe amendment of Rule 17f-2[17 CFR § 240.1 7f-2] under the 
Securities Exchange Act of 1934 (the “Act”) [15 U.S.C. 78a 
et seq., as amended by Pub. L. No. 94-29 (June 4, 1975)| 
regarding the fingerprinting of persons employed by or asso- 
ciated with brokers, dealers, members of national securities 
exchanges, registered transfer agents, and registered clear- 
ing agencies prior to July 1, 1976. 
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Background 


On March 16, 1976, the Commission adopted Section 
240.17f-2 ', providing exemptions from the requirement of 
Section 17(f)(2) of the Act that every member of a national 
securities exchange, broker, dealer, registered transfer agent, 
and registered clearing agency shall require that each of its 
partners, directors, officers, and employees be fingerprinted 
and shall submit such fingerprints, or cause the same to be 
submitted, to the Attorney General of the United States for 
identification and appropriate processing. 


Paragraph (f) of Section 240.17f-2 provides that persons 
required to be fingerprinted pursuant to paragraph (a) of this 
section and who were employed prior to July 1, 1976 shall be 
exempt from its provisions until January 1, 1977. In its 
adopting release, the Commission stated that such persons 
would be fingerprinted after that date according to a schedule 
to be announced prior to that time. 


Amended Section 240. 17f-2 


In order to achieve the establishment of an efficient finger- 
printing program and to contribute to the orderly processing of 
fingerprints of the large numbers of persons involved, the 
Commission encourages those organizations subject to Sec- 
tion 17(f)(2) of the Act to submit fingerprints of its partners, 
directors, officers and employees to the appropriate self- 
regulatory organization on a schedule which contemplates 
that fingerprints of one-quarter of the total number of persons 
required to be fingerprinted be submitted during each calen- 
dar quarter of 1977.2 Paragraph (f) of Section 240.17f-2 is 
amended to provide an exemption for all persons subject to 
this section until January 1, 1978 upon condition that 25 % of 
those employees required by this section to be fingerprinted 
shall be fingerprinted in each calendar quarter. 


The Commission finds, in accordance with the Administrative 
Procedure Act [5 U.S.C. 553(b)(3)(B)], that the amendment 
to Section 240.17f-2 provides the Attorney General and those 
persons affected by the implementation schedule prescribed 
by the Commission with an essential transitional period; 
accordingly, notice and public procedure are unnecessary as 
a prerequisite to the adoption of such amendment, and the 
amendment should be adopted, effective immediately, in 
accordance with the Administrative Procedure Act [5 U.S.C. 
553(d)(3)]. The Commission further finds that the adoption of 
amended paragraph (f) of Section 240.17f-2 is not inconsist- 
ent with the public interest or the protection of investors. 


Extension of Plans of Self-Regulatory Organizations 


Pursuant to the provisions of paragraph (c) of Rule 17f-2, the 
American Stock Exchange, Inc., (“Amex”), the Boston Stock 
Exchange, Inc., (“BSE”), the Midwest Stock Exchange, Inc., 
(“MSE”), the National Association of Securities Dealers, Inc., 
(“NASD”), the New York Stock Exchange, Inc., (“NYSE”), the 
Pacific Stock Exchange, Inc., (“PSE”), and the Philadelphia 
Stock Exchange, Inc., (“PhIx”) submitted plans whereby they 
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would collect fingerprint cards from their members, forward 
such records to the FBI for identification and appropriate 
processing, and thereafter return the fingerprint cards and 
any information received from the FBI to the participating 
entities submitting such records. 


The Amex, BSE, and NYSE plans, in addition, provide for the 
transmittal of fingerprint records for employees and associ- 
ated persons of non-bank registered transfer agents handling 
Amex-listed, BSE-listed and NYSE listed securities respec- 
tively. The NASD plan encompasses employees and associ- 
ated persons of non-bank registered transfer agents for 
securities traded over-the-counter or on any exchange whose 
plan does not provide for processing fingerprint cards for 
such transfer agents. The NASD plan also encompasses 
employees and associated persons of sole CBOE members 
and SECO brokers and dealers. 


These plans were approved by the Commission during a pilot 
period which is due to expire on December 31, 1976. In order 
to continue the efficient channeling of fingerprint cards to the 
FBI and the transmittal of processed fingerprint cards to 
submitting entities, these plans have been approved on a 
permanent basis. 


Delegation of Authority 


Pursuant to paragraph (c) of Section 17 CFR § 240.17f-2 the 
Commission is authorized to approve amendments to plans 
of self-regulatory organizations submitted pursuant to para- 
graph (c) of Section 240.17f-2. The Commission has 
amended Rule 30-3(a)(18) of its Rules of General Organiza- 
tion [17 CFR § 200.30-3(a)(18)] to add thereon (a)(18)(iii) to 
delegate to the Director of the Division of Market Regulation 
the authority to approve amendments to plans of self-regula- 
tory organizations submitted pursuant to paragraph (c) of 
Section 240.17f-2. These amendments to Section 200.30-3 
are adopted pursuant to Sections 17(f)(2) and 23(a) of the 
Act, and Sections 78d-1 and 78d-2 of Title 15 of the United 
States Code. 


The Commission finds, in accordance with Sections 5 U.S.C. 
553(b)(3)(B) and 553(d)(3) of the Administrative Procedure 
Act, that the foregoing action relates solely to agency organi- 
zation, procedure or practice and should be effective immedi- 
ately in order to enhance the efficient operation of the 
Commission fingerprinting program pursuant to paragraph (c) 
of 17 CFR § 240.17f-2 under the Act and that notice and 
public procedure are not necessary with respect to the 
foregoing action. 


Impact on Competition 


Following the mandate of Section 23(a) of the Act, as 
amended, the Commission has considered the impact of the 
adoption of new paragraph (f) of Section 240.17f-2. The 
Commission finds that the amendment of the fingerprinting 
regulation will provide for the orderly phase-in of persons 
required to be fingerprinted and who were employed prior to 
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July 1, 1976 into the fingerprinting program. The Commission 
finds that the amendment imposes no burden on competition 
not necessary or appropriate in furtherance of the purposes 
of the Act and is not inconsistent with the public interest or 
the protection of investors. 

Effective Date 

Section 240.17f-2(f) is effective immediately. 


Statutory Basis 


Section 240.17f-2(f) is adopted pursuant to Sections 2, 17(f), 
and 23(a) of the Securities Exchange Act of 1934. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





' Securities Exchange Act Release No. 12214, 41 F.R. 13594 
(March 31, 1976). 


? There is no requirement in the regulation which provides 
that fingerprints must be rolled in the same calendar quarter 
in which they are to be submitted. Accordingly, if an organiza- 
tion wishes to roll fingerprints of all employees at one time 
and then hold them for submission during subsequent calen- 
dar quarters, such procedure would be deemed acceptable. 


Text of Amendments: 
Part 200 is amended as follows: 


Commission action: Pursuant to Sections 17(f) and 23(a) of 
ine Securities Exchange Act of 1934, and Sections 78d-1 and 
78d-2 of Title 15 of the United States Code, the Securities 
and Exchange Commission hereby amends § 200.30-3 in 
Chapter !I of Title 17 of the Code of Federal Regulations to 
read as follows: 


§ 200.30-3 — Delegation of authority to Director of Division of 
Market Regulation 


<-2 oe 


(a) With respect to the Securities Exchange Act of 1934 (15 
U.S.C. § 78a, et seq.) 


s * ee & 


(iii) To approve amendments to plan of a registered national 
securities exchange or a national securities association sub- 


mitted pursuant to Rule 17f-2(c) (§ 240.17f-2(c) of this chap- 
ter). 


Part 240 is amended as follows: 


Commission action: Pursuant to Sections 2, 17(f) and 23(a) 
of the Securities Exchange Act of 1934, the Securities and 
Exchange Commission amends paragraph (f) of Rule 17f-2 
[240.17f-2(f)] in Chapter I! of Title 17 of the Code of Federal 
Regulations to read as follows: 


§ 240.17f-2 — Fingerprinting of securities industry personnel. 


Y ££. Se 


(f) Every person who is a partner, director, officer, or em- 
ployee of a member of a national securities exchange, 
broker, dealer, registered transfer agent, or registered clear- 
ing agency, and who is required to be fingerprinted pursuant 
to paragraph (a) of this section, and who was employed by or 
associated with such organization prior to July 1, 1976, shall 
be exempt from the provisions of paragraph (a) until January 
1, 1978 upon condition that twenty-five percent of those 
persons required by this section to be fingerprinted shall be 
fingerprinted in each calendar quarter. 


*~ * ke k 


[End of Text of Rule] 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13106/December 23, 1976 


RECORDKEEPING AND PRESERVATION REQUIRE- 
MENTS [57-669] 


Notice of Proposed Amendments 


The Securities and Exchange Commission today announced 
proposed amendments of section 240.17a-3 and section 
240.17a-4 in order to establish suitable recordkeeping re- 
quirements for municipal securities brokers and municipal 
securities dealers while eliminating the need to comply with 
more than one set of recordkeeping rules. 


After discussions with the Municipal Securities Rulemaking 
Board and upon review of amendments to the Board's 
proposed Rules G-8 through G-10 on recordkeeping filed with 
the Commission on December 23, 1976, ' the Commission 
has determined that it may be appropriate to effect certain 
changes in sections 240.17a-3 and 240.17a-4, and accord- 
ingly, these sections are proposed to be amended as set 
forth below. 
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Proposed Amendment of Sections 240.17a-3 and 240.17a- 
4 


For those brokers and dealers which effect transactions 
solely in municipal securities or solely in municipal securities 
and securities which are defined as “exempted securities” 
under Section 3(a)(12) of the Securities Exchange Act of 
1934 as amended, compliance with the Board’s proposed 
rules will be deemed to be compliance in full with sections 
240.17a-3 and 240.17a-4. The Commission notes that, with 
respect to certain financial records of such firms, proposed 
Rule G-8 of the Board incorporates by reference financial 
records required by section 240.17a-3. 


For brokers ana dealers engaged in a general securities 
business, compliance with Board Rules G-8 and G-9 will be 
deemed to be compliance with sections 240.17a-3 and 
240.17a-4, only to the extent of such firm’s municipal securi- 
ties’ business. Alternatively, such brokers and dealers would 
have the option under the Board's rules of fulfilling the 
requirements of Rules G-8 and G-9 through compliance with 
sections 240.17a-3 and 240.17a-4. 


Text of Proposed Amended Section 240.17a-3 


§ 240.17a-3 Records to be made by certain exchange mem- 
bers, brokers and dealers. 


eo 2 ee 


(e) For purposes of transactions in municipal securities by 
municipal securities brokers and municipal securities dealers, 
compliance with Rule G-8 of the Municipal Securities Rule- 
making Board will be deemed to be compliance with this 
section 


Text of Proposed Amended Section 240.17a-4 


§ 240.17a-4 Records to be preserved by certain exchange 
members, brokers and dealers. 


*~ * * & & 


(h) For purposes of transactions in municipal securities by 
municipal securities brokers and municipal securities dealers, 
compliance with Rule G-9 of the Municipal Securities Rule- 
making Board will be deemed to be compliance with this 
section. 


Withcrawal of Previously Proposed Amendments to Sec- 
tions 240.17a-3, 240.17a-4 and 240.17a-11 


in Securities Exchange Act Release No. 12931 (October 27, 
1976) (41 FR 48379, November 3, 1976; “Release No. 
12931”), the Commission proposed amendments to sections 
240.17a-3, 240.17a-4 and 240.17a-11 which would render 
these stancards applicable to municipal securities dealers 
which are banks or separately identifiable departrnents or 
divisions of banks. The Commission also proposed certain 
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amendments which were deemed to be necessary as a result 
of the unique nature of the municipal securities industry. The 
Commission has reviewed the amendments filed by the 
Board and on the basis of its review would deem the rules as 
amended to be acceptable for the purposes outlined above in 
satisfaction of the requirements of sections 240.17a-3 and 
240.17a-4, and, accordingly, the amendments to sections 
240.17a-3, 240.17a-4 and 240.17a-11 which were published 
for comment in Release No. 12931 are withdrawn. 


Adequacy of Certain Ledgers and Stock Records 


The Commission wishes to affirm the position taken in 
Release No. 12931 on certain issues. As to the manner of 
records which would constitute adequate ledgers and stock 
records in compliance with paragraphs (a)(3) and (a)(5) of 
section 240.17a-3, the Commission noted that it previously 
had not objected to the use of a “unit” accounting system by 
a dealer effecting transactions solely on a payment vs. 
delivery basis who neither holds customer funds nor carries 
margin accounts.? With respect to stock records, the 
Commission noted that the form and content of the records 
were not specifically prescribed, and that in certain instances 
the use of supplementary records as well as the basic record 
would be permissible. The Commission aiso stated that a 
separate record would not necessarily be required for each 
maturity within an issue of a municipal security, provided that 
the record which is maintained for each issue contains 
adequate information to indicate the positions and locations 
of the specific maturities contained therein. 4 


Announcement of Monitoring Program 


In order to ensure the application of an appropriate and 
effective recordkeeping structure for all municipal securities 
brokers and municipal securities dealers, the Commission 
and the Board will initiate a one year surveillance program to 
monitor and evaluate the suitability of compliance with pro- 
posed amended sections 240.17a-3 and 240.17a-4 as well 
as proposed Board Rules G-8 and G-9. 


Neither the Commission nor the Board will require brokers 
and dealers to file a formal written notice of their decision to 
comply with either the Board’s or the Commission’s record- 
keeping rules. However, satisfactory compliance with either 
set of rules as hereinbefore described will be subject to 
review by the Commission, the Board, and self-requlatory 
organizations charged with enforcement of Commission and 
Board rules. Written notice may be required at a future point 
in time. 


Statutory Basis 


Proposed amended sections 240.17a-3 and 240.17a-4 would 
be adopted pursuant to Section 17(a)(1) of the Securities 
Exchange Act of 1934, as amended by the Securities Acts 
Amendments of 1975[15 U.S.C. 78a et seq., as amended by 
Pub. L. No. 94-29 (June 4, 1975)]. 
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Request for Comments 


The Commission is proposing to amend sections 240.17a-3 
and 240.17a-4 in coordination with proposed Board Rules 
G-8 and G-9 so as to establish an effective recordkeeping 
and preservation structure for entities effecting transactions in 
municipal securities without requiring compliance with more 
than one set of recordkeeping rules. 


In order to give adequate consideration to the proposed rule 
format with a view to establishing the most appropriate and 
non-duplicative recordkeeping and preservation structure for 
the distinct entities comprising the municipal securities indus- 
try, the Commission is requesting comments with respect to 
the appropriateness of proposed sections 240.17a-3(e) and 
240.17a-4(h), the suitability of the amendments to proposed 
Board Rules G-8 and G-9 and the effectiveness of the 
interaction of these recordkeeping structures. 


The Commission is also requesting comments with respect to 
the following specific issues: 


1) The appropriateness of omitting municipal securities 
dealers which are banks or separately identifiable 
departments or divisions of banks from the purview of 
sections 240.17a-3 and 240.17a-4; 


2) The appropriateness of permitting brokers and deal- 
ers which effect transactions solely in municipal securi- 
ties the option of electing the recordkeeping structure to 
which they will be subject; and 


3) The desirability of permitting brokers and dealers 
which conduct a general securities business as well as 
a municipal securities business the option of electing 
the recordkeeping structure to which their municipal 
securities transactions will be subject. 


interested persons should submit written comments in tripli- 
cate on or before January 31, 1977. All such communications 
should be directed to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North Capitol 


Street, Washington, D. C. 20549. Comments should refer to . 


File No. S7-669 and will be available for public inspection. 
By the Commission. 


George A. Fitzsimmons 
Secretary 





1 On November 12, 1976 the Commission and the Board met 
to discuss several issues with respect to recordkeeping and 
preservation requirements for municipal securities brokers 
and municipal securities dealers. The conclusions reached at 
this meeting were published in a Commission press release 
which stated that: 


“As a result of discussions, the Commission and the Munici- 
pal Securities Rulemaking Board today reached an under- 
standing respecting the recordkeeping requirements of mu- 
nicipal securities brokers and municipal securities dealers 
which will eliminate the need to comply with more than one 
set of recordkeeping rules. Subject to public comment, secu- 
rities firms will have the option of complying either with the 
Board's or the Commission's recordkeeping rules and banks 
will be subject to the Board's rules. 


“Accordingly, the Commission announced today that it will 
cancel the hearings scheduled for November 22, 1976, 
regarding the rules submitted by the Municipal Securities 
Rulemaking Board relevant to recordkeeping. 


“Both the Commission and the Municipal Securities Rulemak- 
ing Board will promptly issue revisions to their respective 
rules to reflect this understanding. It is anticipated that the 
application of the Commission's and the Board’s recordkeep- 


ing rules, as modified, will be monitored during a one-year 
period.” 


3 Securities Exchange Act Release No. 12931, October 27, 
1976, at 6. 


4Id., at 7, &. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13107/December 23, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE MUNICIPAL SECURITIES RULEMAKING BOARD 


File No. SR-MSRB-76-4 


The Municipal Securities Rulemaking Board (“the Board’) 
submitted on December 23, 1976 a proposed rule change 
under Rule 19b-4 entitled Amendment No. 2 amending the 
Board's Rules G-8, G-9, and G-10 to establish appropriate 
recordkeeping requirements for municipal securities brokers 
and municipal securities dealers. 


Publication of the submission is expected to be made in the 
Federal Register during the week of December 27, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
21 days from the date of publication in the Federa! Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capito! Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-MSRB-76-4. 
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Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N. W., 
Washington, D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13108/December 23, 1976 


Brokers and Dealers Effecting Transactions in Municipal 
Securities 


The Securities and Exchange Commission today announced 
the extension until April 1, 1977 of certain aspects of its 
financial responsibility and reporting program pertaining to 
transactions in municipal securities. The affected components 
of the program consist of the Commission's interpretations 
with respect to the application of sections 240.17a-3, 
240.17a-4 and 240.17a-11 to brokers and dealers effecting 
transactions solely in municipal securities. 


Recordkeeping and Preservation Requirements 


Section 17(a)(1) 1 of the Securities Exchange Act of 1934 
(the “Act’) requires registered brokers and dealers, inter alia, 
to make and keep such records for such periods of time as 
the Commission by rule prescribes as necessary or appropri- 
ate in the public interest or for the protection of investors. 
Among the rules adopted pursuant to this rulemaking author- 
ity are sections 240.17a-3, 240.17a-4 and 240.17a-11. Sec- 
tion 240.17a-3 essentially requires brokers and dealers regis- 
tered pursuant to Section 15 of the Act to make and keep 
current specified books and records relating to their business. 
Section 240.17a-4 requires the preservation for prescribed 
lengths of time of the books and records maintained pursuant 
to section 240.17a-3, as well as other documents enumer- 
ated in section 240.17a-4(b), (c) and (d). Paragraph (c) of 
section 240.17a-11 requires a broker or dealer to give 
immediate, telegraphic notice of a section 240.17a-3 violation 
to the Commission and the firm’s designated examining 
authority, and to take corrective measures within forty-eight 
hours after the transmittal of such notice. 


in Securities Exchange Act Release No. 11854 (Nov. 20, 
1975) [40 FR 57786 (Dec. 12, 1976)] (“Release No. 11854”), 
the Commission adopted a financial responsibility and report- 
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ing program pertaining to trdhsactions in municipal securities, 
including interpretations of sections 240.17a-3, 240.17a-4 
and 240.17a-11(c). In Release No. 11854, the Commission 
concluded that it was necessary and appropriate to provide a 
transitional period during which brokers and dealers effecting 
transactions solely in municipal securities could familiarize 
themselves with section 240.17a-3 and make those adjust- 
ments to their recordkeeping systems dictated by the rule’s 
provisions. ? The Commission accordingly interpreted section 
240.17a-3 to require brokers and dealers effecting transac- 
tions solely in municipal securities to make and keep current 
books and records sufficient to demonstrate their financial 
condition, to reflect the receipt and delivery of all funds and 
securities, and to reflect all customer activity. ? A companion 
interpretation of section 240.17a-4 provided that brokers and 
dealers effecting transactions solely in municipal securities 
would be required to preserve in an easily accessible place 
those books and records maintained pursuant to section 
240.17a-3 as interpreted, and such other business records 
required to be preserved by section 240.17a-4. In addition, 
the Commission interpreted section 240.17a-11(c) to apply 
only to violations of section 240.17a-3 as interpreted. 4 The 
Commission stated its intention to consult and coordinate with 
the Municipal Securities Rulemaking Board (the “Board”’) 
concerning appropriate books and records requirements for 
brokers and dealers effecting transactions solely in municipal 
securities, and invited public comment concerning numerous 
questions pertaining to appropriate financial responsibility and 
reporting requirements for these brokers and dealers. 5 


The interpretations to sections 240.17a-3, 240.17a-4 and 
240.17a-11(c) discussed above originally were scheduled to 
expire on January 15, 1976. However, prior to that date, 
certain interested members of the public and the Board 
requested that these interpretations be extended. The Com- 
mission responded by extending the interpretations until 
March 31, 1976.® On February 3, 1976, the Board made 
available to interested members of the public an exposure 
draft of Board Rules G-8, G-9 and G-10 which proposed to 
establish recordkeeping and preservation requirements for 
municipal securities brokers and municipal securities dealers. 
The Board considered public comments and the Commission 
staff's preliminary comments on the exposure draft at its 
regularly scheduled meeting on March 25-26, 1976. As the 
Board’s revised schedule would not allow completion of the 
public procedures required by Section 19(b) prior to the 
expiration of the interpretations of sections 240.17a-3, 
240.17a-4 and 240.17a-11(c), the Commission again de- 
ferred the expiration date of these interpretations until June 1, 
1976. 7 


Thereafter, the Board formally filed its proposed recordkeep- 
ing and preservation requirements which, pursuant to Section 
19(b) of the Act, were published for public comment on April 
30, 1976. ® In filing the proposed rules, the Board consented 
to an extension of the statutory deadline for Commission 
action thereon imposed by Section 19(b) of the Act from 
thirty-five days after their publication to ninety days after their 
filing (July 7, 1976), five weeks after the scheduled expiration 


























of the Commission's interpretations of its recordkeeping and 
preservation rules. The Commission accordingly continued 
the interpretations until October 1, 1976. ° 


Subsequently, the Board consented to extend the statutory 
deadline for Commission action thereon until July 29, 1976. 
On that date, the Commission transmitted to the Board a 
letter suggesting that the Board employ a more generic and 
flexible drafting pattern in its proposed rules. The Commis- 
sion noted that such an approach would be less likely to 
require significant adjustments and a continuing interpretive 
effort in order to avoid imposing an undue burden upon 
brokers and dealers engaged in diverse types of business. 
That same day, the Board extended until September 15, 
1976 the deadline for Commission action with respect to 
proposed Board Rules G-8, G-9 and G-10. On September 
14, 1976, the Board, observing that further discussion con- 
cerning its proposed rules and the Commission's position 
thereon might be necessary, consented to another deferral of 
the statutory deadline until October 27, 1976 and noted that 
“a further extension may prove necessary.” As a result of 
these circumstances, the Commission granted its most recent 
extension of these interpretations which is now scheduled to 
expire on January 1, 1977. 


Subsequently, the Commission issued an order on October 
13, 1976 instituting a proceeding pursuant to Section 19(b) of 
the Act to determine whether the proposed Board Rules G-8, 
G-9, and G-10 should be approved or disapproved. '° 


The Commission instituted the aforementioned proceeding 
because of its belief that it was necessary to consider 
whether, in light of the importance of uniform and adequate 
recordkeeping and preservation systems to the overall regu- 
latory structure, the Board’s proposed rules were consistent 
with the requirements of the Act and the rules and regulations 
thereunder applicable to the Board. 


Prior to the commencement of hearings with respect to the 
aforementioned proceeding, representatives of the Board and 
the Commission met and announced that the Commission 
and the Board had reached an “understanding respecting the 
recordkeeping requirements of municipal securities brokers 
and municipal! securities dealers which will eliminate the need 
to comply with more than one set of recordkeeping rules. 
Subject to public comment, securities firms will have the 
option of complying either with the Board’s or the Commis- 
sion’s recordkeeping rules and banks will be subject to the 
Board's rules.” 11 On December 23, 1976, the Board submit- 
ted amendments to its proposed Rules G-8 through G-10 for 
publication in the Federal Register. At the same time the 
Commission published for comment a revision of its proposed 
amendments of Sections 240.17a-3 and 240.17a-4. 


In these circumstances, and especially in view of the neces- 
sity to review public comments which may be received as a 
result of the publication of amendments to the proposed 
rules, the Commission has concluded that it is appropriate in 
the public interest and for the protection of investors to 


maintain the aforementioned interpretations of sections 
240.17a-3, 240.17a-4 and 240.17a-11(c) until April 1, 1977. 


Effective Date 


The effective date of this extension is January 1, 1977, the 
date upon which the last prior extension of the aforemen- 
tioned interpretations expires. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 Securities Acts Amendments of 1975, Pub. L. No. 94-29, 
§ 14, 89 Stat. 137 (June 4, 1975), formerly ch. 404, § 17, 48 
Stat. 897 (1934). 


2 Securities Exchange Act Release No. 11854, at 22-23 (Nov. 
20, 1975), 40 FR 57786, 57794 (Dec. 12, 1975) [hereinafter 
cited as Release No. 11854]. 

3 /d. at 23, 40 FR at 57794. 

4 Id. at 24-25, 40 FR at 57794. 

5 Id. at 23, 26-27, 40 FR at 57794. 


6 Securities Exchange Act Release No. 12021 (Jan. 15, 
1976), 41 FR 3469 (Jan 23, 1976). 


7 Securities Exchange Act Release No. 12288 (March 31, 
1976), 41 FR 15842 (April 15, 1976). 


8 Securities Exchange Act Release No. 12362 (April 23, 
1976), 41 FR 18175 (April 30, 1976). 


° Securities Exchange Act Release No. 12496 (May 28, 
1976), 41 FR 23668 (June 11, 1976). 


10 Securities Exchange Act Release No. 12933 (October 13, 
1976). 


11 Commission Press Release, November 12, 1976. 





SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 13109/December 23, 1976 


In the Matter of 


MUNICIPAL SECURITIES RULEMAKING BOARD 
Suite 507 
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1150 Connecticut Avenue, N. W. 
Washington, D. C. 20036 


(SR-MSRB-76-4) 


ORDER GIVING NOTICE OF WITHDRAWAL OF NOTICE 
OF PROCEEDINGS 


The Securities and Exchange Commission announced today 
the withdrawal of the notice of proceedings issued in Securi- 
ties Exchange Act Release No. 12933 (October 27, 1976; 41 
FR 48428, November 3, 1976)(‘“Release No. 12933”) and the 
cancellation of said proceedings instituted with respect to 
proposed Rules G-8, G-9 and G-10 filed by the Municipal 
Securities Rulemaking Board (‘the Board”) to establish rec- 
ordkeeping and preservation requirements for municipal se- 
curities brokers and municipal securities dealers. 


As a result of recent discussions between the Commission 
and the Board, ' the Board and the Commission have this 
day revised their proposed amendments to recordkeeping 
and preservation standards. 2 


Accordingly, it is ordered that the notice of proceedings 
issued in Release No. 12933 by and hereby is withdrawn and 
such proceedings are hereby cancelled. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 On November 12, 1976 the Commission and the Board met 
to discuss several issues with respect to recordkeeping and 
preservation requirements for municipal securities brokers 
and municipal securities dealers. The conclusions reached at 
this meeting were published in a Commission press release 
which stated that: 


“As a result of discussions, the Commission and the 
Municipal Securities Rulemaking Board today reached 
an understanding respecting the recordkeeping re- 
quirements of municipal securities brokers and munici- 
pal securities deaiers which will eliminate the need to 
comply with more than one set of recordkeeping ruies. 
Subject to public comment, securities firms will have 
the option of complying either with the Board's or the 
Commission's recordkeeping rules and banks will be 
subject to the Board's rules. 


“Accordingly, the Cornmission announced today that it 
will cancel the hearings scheduled for November 22, 
1976, regarding the rules submitted by the Municipal 
Securities Rulemaking Board relevant to recordkeep- 
ing. 


“Both the Commission and the Municipal Securities 
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Rulemaking Board will protnptly issue revisions to their 
respective rules to reflect this understanding. It is 
anticipated that the application of the Commission's 
and the Board's recordkeeping rules, as modified, will 
be monitored during a one-year period.” 


? Securities Exchange Act Release No. 13106 (December 23, 
1976) and Securities Exchange Act Release No. 13107 
(December 23, 1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13110/December 27, 1976 


Administrative Proceeding File No. 3-5104 
In the Matter of 


WILLIAM C. ARMOR, JR. 
3423 Alpine Drive 
Casper, Wyoming 82601 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act of 1934, William C. Armor, Jr., formerly a 
registered representative with United Securities Corporation 
of Casper, Wyoming, has submitted an offer of settlement, 
without admitting or denying the allegations in the Order for 
Public Proceedings, which the Commission has determined 
to accept. 


In his offer of settlement, Armor waives, among other things, 
the provisions of Section 15 (b) of the Securities Exchange 
Act of 1934 which requires findings of wilful violations. Armor 
also undertakes not to receive any monies earned in connec- 
tion with any offering of securities effected pursuant to 
Regulation A of the Securities Act of 1933 for a period of two 
(2) years. 


On the basis of the Order for Public Proceedings and the 
offer of settlement, it is found that William C. Armor, Jr. 
violated Sections 5 and 17(a) of the Securities Act of 1933, 
as amended, and Section 10(b) of the Securities Exchange 
Act of 1934 and Rule 10b-5 thereunder, as alleged in the 
Order for Public Proceedings.’ 


The Commission further finds that it is in the public interest to 
impose the sanctions specified in the offer of settlement. 


Accordingly, 'T 1S ORDERED that, subject to the terms, 
conditions and undertakings in his offer of settlement, William 
C. Armor, Jr. be, and hereby is, suspended from association 
with any broker-dealer for a period of two hundred seventy 
(270) days. 








| 
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This order is to take effect at the opening of business on the 
second Monday after the date of this order. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





1 These findings herein are not binding on any other respond- 
ent named in these proceedings. 


The sanctions imposed hereinafter against Armor are based 
upon violations without any finding by this Commission as to 
wilfulness. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13111/December 27, 1976 


Admin. Proc. File No. 3-4536 


In the Matter of 


MORRIS COHEN 

doing business as 
MARSHALL COMPANY 
150 Broadway 

New York, New York 


(8-06420) 

OPINION OF THE COMMISSION 
BROKER-DEALER PROCEEDINGS 
Grounds for Remedial Sanctions 
Participation in a Scheme to Defraud 


Where sole proprietor of registered broker-dealer allowed 
another broker-dealer’s salesman to open so-called discre- 
tionary accounts at registrant, and knew or should have 
known that the salesman was using those accounts to 
convert customers’ money to his own use, Held, in public 
interest to revoke proprietor's registration and to bar him from 
association with any other broker or dealer, witl: the proviso 
that he may after the lapse of a specified period apply to the 
Commission for permission to become so associated in a 
non-supervisory capacity upon a showing that he will be 
adequately supervised. 


APPEARANCES: 


Bert L. Gusrae, for Morris Cohen. 


Lester Green, for the Commission's Division of Enforcement. 


These remedial broker-dealer proceedings under the Securi- 
ties Exchange Act of 1934 were instituted by order of August 
13, 1974. Administrative Law Judge Ralph Hunter Tracy filed 
his initial decision on January 15, 1976. The record was 


certified to the Commission on April 21, 1976. Oral argument 
was waived. 


The order for proceedings alleges, and the administrative law 
judge found, that Morris Cohen, a registered broker-dealer 
who did business as Marshall Company, willfully aided and 
abetted another person’s violations of Section 17(a) of the 
Securities Act, Section 10(b) of the Securities Exchange Act 
and Rule 10b-5 thereunder. ' Deeming Cohen's misconduct 
serious, the administrative law judge held that: 


(A) Cohen's registration as a broker and dealer should 
be revoked; 


(B) Cohen should be barred from association with any 
broker or dealer; and 


(C) After such bar had been in effect for six months, it 
would be consistent with the public interest to permit 
Cohen to return to the securities business—but only “in 
a non-supervisory Capacity upon an appropriate show- 
ing to the staff of the Commission that he will be 
adequately supervised.” 


After an independent review of the record, we affirm. ? 


During the relevant period, Cohen had a small over-the- 
counter business. He also had a good friend at a large New 
York stock exchange member firm. As described below, this 
friend had devised a scheme to embezzie or misuse Cus- 
tomers’ free credit balances. Ccnen argues that he was 
unaware of the scheme, that he did not benefit from it or 
participate in it, and that he is being made the scapegoat for 
another's misdeeds. 


We cannot agree. 
li! 


Cohen's friend, “X”, was in a position to send Cohen a 
substantial volume of over-the-counter transactions. Cohen 
wanted this business, and, as a result, he and X entered into 
an arrangement under which X gave Cohen over-the-counter 
business and Cohen reciprocated by giving X Cohen's orders 
for listed securities. 


However, X's over-the-counter business was much Iarger 
than Cohen's listed business. This imbalance of benefits led 


Cohen to consider himself obligated to X. Moreover, because 
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Cohen thought X was destined to “go places” in the securi- 
ties business, he lent himself to the peculiar transactions 
which X suggested. 


iV 


X wished to obtain possession of the free credit balances in 
the accounts of some of his customers. However, X’s 
employer, “Y Company,” had, like other well managed secu- 
rities firms, adopted procedures to prevent this from happen- 
ing. A customer who wished to take cash out of his account 
was required to present himself in person to pick up the 
check, providing suitable identification, or else the check was 
mailed to the customer at his address as shown on the 
records of the firm. Under no circumstances were salesmen 
permitted to take possession of customers’ funds. In order to 
evade these precautions, through the use of Cohen's firm, X 
adopted and carried out the scheme outlined below. 


X opened accounts with Cohen in the names of four of his 
actual customers at Y Company. Cohen never saw his new 
customers, nor did he ever receive anything in writing from 
them. * X told Y Company that two of the four customers in 
question wanted to transfer their credit balances with it to 
their accounts with Cohen, and Y Company then sent Cohen 
its checks for the amounts involved. X then promptly called 
Cohen and instructed him to draw a check of his own to the 
particular customer's order in the same amount as that of the 
check that Cohen had just received from Y Company. X or 
his runner then picked up the check at Cohen’s office. An 
hour or so later, X appeared at Cohen's office with the check 
purportedly endorsed by the customer. In fact, however, the 
customer had never seen the check and X had forged the 
endorsement. At this juncture X presented the endorsed 
check to Cohen and asked him to approve it for cashing. 
Cohen invariably did so. 4 A runner then took the check to 
Cohen's bank, which was next door to Cohen’s office, and 

rought back the cash to X, who was waiting at Cohen's 
Office for it. X then kept the money. 


This happened at least four times within a five-month period. 
As a result, the two customers were victimized for a total of at 
least $4,500. 


V 


With respect to the two other customers, X utilized a variant 
of this scheme which involved “hot” new issues. X arranged 
for Cohen to receive an allotment of these issues for the 
accounts of the two customers. X then told Y Company that 
these customers wanted to transfer their credit balances with 
it to the accounts that they maintained with Cohen. Cohen 
then applied these balances to satisfy the customers’ obliga- 
tions to him for the new issues which X had just purchased in 
their names. When the issues went to substantial premiums 
above the public offering prices at which X's customers had 
purchased hem, X instructed Cohen to sell. After the sale, X 
told Cohen to issue two checks for the proceeds. One of 
these was in the amount of the initial purchase price and the 
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other was in the amount of*the profit. The first check was 
drawn to the order of Y Company and went into the cus- 
tomer’s account at that firm. The second check, for the 
amount of the profit, was drawn to the customer's order and 
X went through the same procedures outlined above to 
convert this into cash which was given to X. 


Vi 


It is clear that Cohen's cooperation was essential to X's 
schemes and that this cooperation was active.5 Although 
there is no direct evidence that Cohen knew that the endorse- 
ments had been forged, we cannot accept his contention that 
this shows him to be an injured victim, a mere dupe of X. The 
surrounding circumstances of these highly unusual transac- 
tions were such as to put Cohen on notice that X was 
probably misappropriating the customers’ money.® 


In the first place, Cohen actually knew (rather than merely 
should have known) of the interna! procedures at Y Company 
which were designed to prevent X from misappropriating 
customers’ funds, and it should have been apparent to Cohen 
that X was utilizing Cohen's firm to evade those precautions. 
There were additional suspicious circumstances, including 
the fact that there was no discernible reason for X’s cus- 
tomers to open accounts with Cohen and to transfer their 
funds from Y Company to Cohen, particularly since they 
didn’t know Cohen and Cohen didn’t know them. If the 
customers had merely wanted to take cash out of their 
accounts at Y Company, they could have done so directly 
rather than going through the procedures described above. 


With respect to the hot issues, the form of the transactions 
simply meant that Cohen rather than X would collect the 
commissions on those trades. There is again no discernible 
reason why X would have wanted this to occur if the 
transactions were bona fide. 


Moreover, Cohen never had any instructions at all about any 
of these transactions from any of the customers involved. He 
relied solely on X’s represetations about the customers’ 
desires. A reasonable man in Cohen's position would not 
have so relied. Unlike Cohen, he would, at the very least, 
have checked with the customers.” Indeed, Cohen does not 
even claim to have asked X for an explanation of what was 
going on. 


Cohen's action in unhesitatingly approving the checks for 
cashing constituted participation in X’s breaches of trusi.® 
Under all these circumstances, we conclude that Cohen 
willfully aided and abetted X’s willful violations of the above 
antifraud provisions of the securities acts.9 We also affirm the 
administrative law judge’s holding that Cohen’s books and 
records with respect to the X-sponsored accounts were 
seriously deficient and that these deficiencies, which made it 
virtually impossible to follow the flow of cash and securities in 
and out of the accounts, were in willful violation of Section 
17(a) of the Exchange Act and our Rule 17a-3 thereunder.1° 
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Vil 


In addition to the findings of violation we have made, we note 
that X opened other accounts with Cohen in the names of at 
least three other people, and utilized as his own the money in 
these accounts. It turned out, however, that these people 
were merely nominees for X and that consequently his use of 
the funds in these accounts was not, in fact, wrongful. Cohen, 
however, knew no more about these purported customers 
than about the four real customers referred to above. Conse- 
quently, although the transactions for the nominees were not, 
in fact, unlawful, they illustrate Cohen's propensity to allow X 
to misappropriate what purported to be customers’ property. 


We conclude that leaving Cohen at liberty to own or manage 
a brokerage firm would expose investors to an unacceptably 
high degree of risk. Hence we agree with the administrative 
law judge that Cohen's future in the securities business must 
be confined to supervised and subordinate capacities.'' We 
also agree with the administrative law judge that the public 
interest calls for an unqualified six-month bar. 


Cohen argues that he did not profit directly from X’s wrongs. 
But that is of no moment. 12 He engaged in a course of 
conduct marked by reckless indifference to the rights of 
customers. That cannot be condoned. 


An appropriate order will issue.’ 

By the Commission (Chairman HILLS and Commissioners 
LOOMIS and EVANS); Commissioner POLLACK not partici- 
pating. 


George A. Fitzsimmons 
Secretary 





1 The administrative law judge also held that Cohen had 
willfully violated the provisions of the Securities Exchange Act 
and of our rules under that statute relating to the mainte- 
nance of books and records. See discussion, infra. 


2 The case is here on Cohen's petition for review. 
3 For the moment, we put to one side certain other accounts 
that were readly X’s own and that he opened in the names of 


nominees. See discussion, infra. 


4 On one occasion, his bookkeeper did it. But Cohen knew 
what the bookkeeper was doing. 


5 X, originally a respondent in this proceeding, consented to 
an order barring him from association with any broker or 
dealer. 


6 We agree with the administrative law judge that: 


“Cohen not only placed customers’ funds and securities in 
jeopardy but disregarded important controls applicable to the 


conduct of the securities business. As the owner and princi- 
pal officer of registrant Cohen was under a duty to use 
reasonable care to see to it that the everyday operations of 
the firm’s business were properly performed. His protest that 
he did not know what [X] was doing is belied by the fact that 
the records he either falsified or failed to keep pertained to 
the very accounts in which the fraud was occurring.” (Foot- 
note omitted.) 


7 He claims that he was under no duty to do so because the 
customers were X’s, not his. This position is untenable. These 
people had accounts with Cohen, and they paid him commis- 
sions, all of which he kept for himself. Whatever their 
relationship with X, they were clearly Cohen's customers. But 
the case does not turn on that conclusion. Even if we could 
agree that they were not Cohen's customers, they were still 
people whose property was in Cohen's possession. It follows 
that Cohen was under a duty to exercise reasonable care to 
see to it that the property was not misappropriated. 


8 Cf. Restatement of the Law of Trusts 2d (1959) § 326: “A 
third person who, although not a transferee of trust property, 
has notice that the trustee is committing a breach of trust and 
participates therein is liable to the beneficiary for any loss 
caused by the breach of trust.” See also 4 Scott, The Law of 
Trusts 2510-2575 (3d ed. 1967). At § 326.2 of his treatise 
Professor Scott discusses the application of this principle to 
stockbrokers. He collects the cases and states that they show 
that “The broker is liable where he has actual knowledge or 
where the circusmtances show that the trustee is committing 
a breach of trust in making the purchase or sale through the 
agency of the broker.” 


And see Bogert and Bogert, The Law of Trusts and Trustees 
§ 909 (2d ed. 1962): “[A] person dealing with a trustee may 
have knowledge of facts . . ., which, while they do not carry a 
clear notice of a breach of the trustee’s duties, are so 
suspicious that the action of the third party in going through 
with the transaction without inquiry amounts to such a 
reckless disregard of the rights of the beneficiaries as to 
amount to bad faith or dishonesty. In these instances the 
courts treat the third person as having taken part in the 
breach of trust. The doctrine is similar to the ‘facts putting on 
inquiry’ rule in the law of bona fide purchaser.” 


9 It is arguable, although it was not argued, that the embez- 
zlement practiced upon the first two customers, considered in 
isolation, was not “in connection with the purchase or sale of 
any security” within the meaning of Rule 10b-5 or the similar 
provisions of Section 17(a). We do not agree. But we need 
not reach that question. This was a single scheme to misuse 
and to embezzle in whole or in part free credit balances 
belonging to the two customers. The record shows that on 
most occasions X directed the sale of certain securities held 
for the two customers’ accounts at Y Company and within 
days transferred the newly-created credit balances to Cohen 
to be converted to X’s personal use as described above. 
Compare, Superintendant of Ins. v. Bankers Life & Casualty 
Co., 404 U.S. 6 (1971). And the hot issue transactions 
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certainly involved purchases of securities. 


10 Thus, for example, Cohen's records showed that confirma- 
tions had been mailed to customers when, in fact, they had 
not been mailed at all, but were picked up in person by X. 
Moreover, the receipts of cash from Y Company and the 
disbursements of that cash to X were either not entered at all 
or entered falsely on Cohen’s books. Indeed, for much of the 
relevant period Cohen had no ledgers at all for two of the 
accounts in question. 


'' That need not necessarily be so forever. As we said in 
John R. Brick, Securities Exchange Act Release No. 11763, 
Investment Advisers Act Release No. 483 (October 24, 
1975), 8 SEC Docket 240, 247-248 n. 38, ‘so-called lifetime 
bars are actually bars of indefnite duration.” Judicial notice 
has been taken of our discretionary power to lift or modify 
disqualifications. Tager v. S.E.C., 344 F.2d 5, 9 (C.A. 2, 
1965); Vanasco v. S.E.C., 395 F.2d 349, 353 (C.A. 2, 1968); 
Hanly v. S.E.C., 415 F.2d 589, 598 (C.A. 2, 1969); Fink v. 
S.E.C., 417 F.2d 1058, 1060 (C.A. 2, 1969). For a summary 
of our practice in this area see Applications for Relief from 
Disqualification, Securities Exchange Act Release No. 
11267, Investment Company Act Release No. 8689, Invest- 
ment Advisers Act Release No. 438 (February 26, 1975), 6 
SEC Docket 346. 


12 Sidney Tager, 42 S.E.C. 132 (1964), affid, 344 F.2d 5 
(C.A. 2, 1965); Schweickart & Co., 42 S.E.C. 648 (1965). 


'3 Cohen’s exceptions to the initial decision are overruled or 
sustained to the extent that they are inconsistent or in accord 
with the views expressed in this opinion. 
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In the Matter of 

MORRIS COHEN 

doing business as 

MARSHALL COMPANY 

150 Broadway 

New York, New York 

(8-06420) 

ORDER IMPOSING REMEDIAL SANCTIONS 


On the basis of the Commission's opinion issued this day, it 
is 
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ORDERED that the brokerdealer registration of Morris 
Cohen, doing business as Marshall Company be, and the 
same hereby is, revoked; and it is further 


ORDERED that the said Morris Cohen be, and he hereby is, 
barred from association with any broker or dealer; and it is 
further 


ORDERED that, notwithstanding anything hereinabove con- 
tained, the said Morris Cohen may after six months from the 
date hereof apply to the Commission for leave to become 
associated with a registered broker-dealer in a supervised 
capacity; and it is further 


ORDERED that any such application be supported by a 
showing of adequate supervision, satisfactory to the Commis- 
sion’s staff. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13112/December 28, 1976 


A notice has been issued giving interested persons until 
January 10, 1977 to request a hearing on an application of 
Elpac, inc. (“Applicant”), a wholly-owned subsidiary of New- 
park Resources, Inc., pursuant to Section 12(h) of the 
Securities Exchange Act of 1934, for an order exempting 
Applicant from the reporting requirements of Section 15(d) of 
the Act. Applicant believes that investors will be primarily 
interested in the reports of Newpark Resources, Inc. and not 
those of Applicant. 
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Uniform Net Capital Rule 


The Securities and Exchange Commission today announced 
the adoption of certain amendments to Rule 15c3-1 [17 CFR 
240.15c3-1] (“section 240.15c3-1”), the uniform net capital 
rule, under the Securities Exchange Act of 1934. The amend- 
ments continue the suspension of certain provisions of the 
net capital rule pertaining to transactions in municipal securi- 
ties until May 1, 1977. 



































The Commission, in Securities Exchange Act Release No. 
12482 (May 26, 1976) [41 FR 24114 (June 15, 1976)] 
(“Release No. 12482’), adopted certain amendments to 
section 240.15c3-1 pertaining to transactions in municipal 
securities. The Commission also requested public comment, 
especially by way of impact studies and other appropriate 
statistical compilations, concerning certain of the more intri- 
cate questions arising from the application of section 
240.15c3-1 to transactions in municipal securities. In this 
connection, the Commission specifically requested public 
comment concerning position size and time-in-inventory pa- 
rameters appropriately evidencing undue concentrations in 
municipal securities, the contours of a “ready market” for 
municipal securities, and the need for adjustments to the 
alternative as applied to brokers and dealers effecting trans- 
actions solely in municipal securities. 


Thereafter, several members of the public invested consider- 
able time and effort in the production of statistical analyses 
and other studies bearing upon the questions propounded for 
comment by the Commission. The results of their work have 
been of great value to the Commission, which appreciates 
their highly constructive response to its request. Largely as a 
result of their work, the Commission is progressing towards 
definitive solutions of the regulatory issues invoived in the 
Commission’s request for comment in Release No. 12482. 
With the aid of further impact data directed to certain issues 
raised by the application of section 240.15c3-1 to transac- 
tions in municipal securities, the Commission is confident that 
it can propose in the near future solutions to these remaining 
questions which are appropriate in the public interest and 
for the protection of investors. Accordingly, the Commission 
has determined to extend until May 1, 1977, the presently 
existing temporary amendments to section 140.15c3-1, in 
order to permit the public to develop and the Commission to 
analyze further information responsive to the Commission's 
renewed request for public comment. 


Solicitation of Public Comment 


The Commission solicits the views of all interested members 
of the public concerning the appropriate net capital require- 
ments for brokers and dealers effecting transactions in mu- 
nicipal securities. In particular, the Commission invites public 
comment addressed to the following questions: 


1. On the basis of impact data and other appropriate 
statistical compilations, is it appropriate in the public 
interest and for the protection of investors to consider 
unduly concentrated only those positions in municipal 
securities of an issue’ which are long or short in the 
proprietary or other accounts of a broker or dealer 
longer than eleven business days, and which in market 
value exceed the greater of $500,000 or 10 percent of 
tentative net capital? Are these parameters appropriate 
as applied to positions in municipal notes? 


2. In light of impact data and other appropriate statisti- 
cal compilations, do there exist or can there be evolved 


uniform criteria for determining when a “ready market” 
for a particular municipal security exists? 


3. On the basis of impact studies, trial capital computa- 
tions and other appropriate statistical compilations, is it 
necessary to adjust the treatment of certain items 
under the alternative net capital requirement to reflect 
essential differences between the clearance and settle- 
ment mechanisms for municipal securities and their 
counterparts in the corporate securities industry? What 
would be the effect of modifications suggested in 
response to this question upon minimum net capital 
requirements for brokers and dealers effecting transac- 
tions in municipal securities, computed under the alter- 
native net capital requirement as amended herein? 


Interested persons are invited to submit their views in tripli- 
cate to George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, Washing- 
ton, D.C. 20549, no later than March 1, 1977. Reference 
should be made to File No. S7-603. All comments received 
will be available for public inspection. 


Public Procedure 


In Release No. 12482, the Commission invited public com- 
ment concerning several questions relating to the appropriate 
net capital requirements for brokers and dealers effecting 
transactions in municipal securities. The amendments to 
section 240.15c3-1 adopted herein are framed in light of 
considerations disclosed in the public’s response to that 
invitation, and do not alter the existing regulatory scheme for 
such brokers and dealers. The Commission finds, pursuant to 
5 U.S.C. §553(b)(3)(B)(1970), that further notice and public 
procedure respecting these amendments is impracticable and 
unnecessary to the public interest. The Commission finds 
further that these amendments relieve regulatory restrictions 
within the meaning of 5 U.S.C. §553(d)(1)(1970), and may 
therefore become effective less than thirty days from their 
publication. 


Statutory Basis, Effective Date and Competitive Considera- 
tions 


Pursuant to the Securities Exchange Act of 1934, and 
particularly Sections 15(c)(3) and 23(a) thereof, 15 U.S.C. 
§ 780(c)(3), w(a), the Commission amends section 240.15c3- 
1 in Part 240 of Chapter II of Title 17 of the Code of Federal 
Regulations in the manner set forth below, effective January 
1, 1977. The Commission finds that any burden imposed 
upon competition by the amendments is necessary and 
appropriate in furtherance of the purposes of the Act, and 
particularly to implement the Commission's continuing man- 
date under Section 15(c)(3) thereof, 15 U.S.C. § 780(c)(3), to 
establish minimum financial responsibility standards for all 
brokers and dealers. 


Text of Amendments to Section 240.15c3-1 
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The text of the amendments to section 240.15c3-1 is as 
follows: 


§240.15c3-1 Net capital requirements for brokers or dealers. 


+ 208 ae 


(c) *** 
(2) * 
(iv) *** 


(C) Interest receivable, floor brokerage receivable, commis- 
sions receivable from other brokers or dealers (other than 
syndicate profits which shall be treated as required in subdivi- 
sion (c)(2)(iv)(E) below), mutual fund concessions receivable 
and management fees receivable from registered investment 
companies, all of which receivables are outstanding longer 
than thirty (30) days from the date they arise; dividends 
receivable outstanding longer than thirty (30) days from the 
payable date; good faith deposits arising in connection with 
an underwriting, outstanding longer than eleven (11) days 
from the settlement of the underwriting with the issuer; and, 
until May 1, 1977, receivables due from participation in 
municipal securities underwriting syndicates and municipal 
securities joint underwriting accounts which are outstanding 
longer than ninety (90) days from settlement of the underwrit- 
ing with the issuer, and good faith deposits arising in connec- 
tion with an underwriting of municipal securities, outstanding 
longer than ninety (90) days from settlement of the underwrit- 
ing with the issuer; 


* (Foe: “ae 


(f) Alternative Net Capital Requirement. 


(1)(i) A broker or dealer who is not exempt from the provi- 
sions of 17 CFR 240.15c3-3 under the Securities Exchange 
Act of 1934 pursuant to subparagraph (k)(1) or (k)(2)(i) may 
elect not to be subject to the limitations of paragraph (a) of 
this section respecting aggregate indebtedness as defined in 
subparagraph (c)(1) of this section and certain deductions 
provided for in subparagraph (c)(2) of this section. Provided, 
that in order to qualify to operate under this paragraph (f), 
such broker or dealer shall at all times maintain net capital 
equal to the greater of $100,000 (until May 1, 1977, $25,000 
in the case of a broker or dealer effecting transactions solely 
in municipal securities) or 4 percent of aggregate debit items 
computed in accordance with the Formula for Determination 
of Reserve Requirements for Brokers and Dealers (Exhibit A 
to Rule 15c¢3-3, 17 CFR 240.15c3-3a) and shall notify the 
Examining Authority for such broker or dealer and the Re- 
gional Office of the Commission in which the broker or dealer 
has its principal place of business, in writing, of its election to 
operate under this provision. Once a broker or dealer has 
determined to operate pursuant to the provisions of this 
paragraph (f), he shal! continue to do so unless a change in 
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such election is approved upon application to the Commis- 
sion. 


(ii) In the case of a municipal securities broker, as defined in 
section 3(a)(31) of the Securities Exchange Act of 1934, who 
is not exempt from the provisions of 17 CFR 240.15c3-3 
under the Securities Exchange Act of 1934 pursuant to 
subparagraph (k)(1) or (k)(2)(i), and who effects transactions 
oniy on a payment versus delivery basis with other brokers or 
dealers or municipal securities brokers or municipal securities 
dealers, and who does not hold funds or securities for, or owe 
money to, customers and does not otherwise carry accounts 
of, or for, customers, in order to qualify to operate under this 
paragraph (f) such municipal securities broker shall at all 
times, until January 1, 1977, maintain net capital equal to the 
greater of $25,000 or 4 percent of aggregate debit items 
computed in accordance with Exhibit A to Rule 15c3-3, 17 
CFR 240.15c3-3a. Provided, that in order to qualify to 
operate under this paragraph (f), such municipal securities 
broker shall notify the Examining Authority for such broker or 
dealer and the Regional Office of the Commission in which 
the broker or dealer has its principal place of business, in 
writing, of its election to operate under this provision. Once a 
municipal securities broker has determined to operate pur- 
suant to this subparagraph (f), he shall continue to do so 
unless a change in such election is approved upon applica- 
tion to the Commission. 


*. % 2&8) 2 


In section 240.15c3-1, the last sentence of paragraphs 
(c)(2)(vi)(M) and (f)(3)(iii) is amended to read as follows: 


Provided further, that until May 1, 1977, this paragraph shall 
not apply to municipal securities. 


Phe Ree 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 For the purpose of this question, the term ‘municipal 
securities of an issue” should be assumed to denote all 
municipal securities issued by the same issuer and having 
the same dated date, maturity date, interest rate and credit 
backing. 
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TRADING IN SECURITIES ISSUED OR GUARANTEED BY 
THE GOVERNMENT OF HUNGARY 




















Applicability of Johnson Act 


On January 22, 1974, the Commission published Securities 
Exchange Act Release No. 10610,’ “Trading in Securities 
Issued or Guaranteed by the Governments of Bulgaria, 
Hungary and Romania.” In that release the Commission 
withdrew, effective January 28, 1974, its earlier request that 
brokers’ and dealers refrain from effecting transactions in 
securities issued or guaranteed by the governments of Bul- 
garia, Hungary and Romania. The Commission advised, 
however, that its action was subject to the Johnson Act (18 
U.S.C. 955), which prohibits trading in securities issued by 
foreign governments after April 13, 1934 if such foreign 
government is in default of obligations to the United States 
and is not a member of both the International Monetary Fund 
and the International Bank for Reconstruction and Develop- 
ment. 


The Commission noted in Securities Exchange Act Release 
No. 10610 that it had been advised by the staff of the 
Department of State that Hungary was in default in payment 
of its obligations to the United States and, not being a 
member of both the International Monetary Fund and the 
International Bank for Reconstruction and Development, ap- 
peared to be subject to the Johnson Act prohibitions. The 
Commission has recently been advised by the Acting General 
Counsel of the Department of the Treasury that Hungary is 
not now in default of obligations to the United States and that, 
in his opinion, Hungary is therefore not now subject to the 
restrictions of the Johnson Act. Accordingly, the Commission 
believes it is now appropriate to withdraw its previous cau- 
tionary notice, in Securities Exchange Act Release No. 
10610, that “the Johnson Act may restrict trading in bonds 
issued by Hungary.” 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 39 FR 3932 (Jan. 31, 1974). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13115/December 28, 1976 


Admin. Proc. File No. 3-5004 
In the Matter of 


ARNOLD M. AXELROD 
80 Glen Drive 


S Worthington; Ohio 


For Review of Disciplinary Action Taken by the 
NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION—REVIEW OF 
DISCIPLINARY PROCEEDINGS 


Violations of Rules of Fair Practice 
Inadequate Net Capital 

Concealment of Net Capital Deficiency 
Failure of Supervision 


Where vice president of member of registered securities 
association shared responsibility for firm’s failure to comply 
with net capital requirements, an effort to conceal that failure, 
and deficient supervision, held, association's findings of 
violation sustained, but sanction of total bar modified, in light 
of vice president's previously unblemished record and fact 
that violations related to his managerial responsibilities. 


APPEARANCES: 
Jerry Vande Werken, of Shayne & Paine, for applicant. 


Lloyd J. Derrickson, Stephen A. Blumenthal, and Peter 
Chepucavage, for the National Association of Securities 
Dealers, Inc. 


Review proceedings with respect to a decision dated March 
5, 1976, by the Board of Governors of the National Associa- 
tion of Securities Dealers, Inc. Oral argument was heard on 
October 27, 1976. 


Arnold M. Axelrod, who was vice president of Somerset 
Equities Corporation, formerly a member of the National 
Association of Securities Dealers, Inc. (“NASD”),' appeals 
from NASD disciplinary action censuring him and barring him 
from any association with an NASD member.? 


The NASD found that, from May 31 through about the end of 
June 1973, Somerset engaged in business in violation of the 
provisions of our net capital rule,? with a net capital deficiency 
of almost $40,000 as of May 31. 


Axelrod and Somerset's president, Thomas J. McLaughlin, 
were held responsible for the firm’s miconduct.* In addition, 
the NASD found that they attempted to conceal the firm's net 
capital deficiency as of May 31,5 and failed to exercise proper 
supervision over the firm’s trader who executed six unauthor- 
ized transactions in two customer accounts. 


The record supports the NASD’s findings of violation. And 
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Axelrod raises no question about them. Hence we affirm 
those findings. 


The sole basis of Axelrod’s appeal is his contention that the 
NASD’s bar order is too severe. His chief argument is that 
McLaughlin, who owned most of Somerset's stock during the 
period in question, was largely responsible for the misconduct 
found by the NASD. Axelrod also asserts, among other 
things, that no broker or customer suffered any loss as a 
result of the firm’s net capital problems, that the firm notified 
the NASD and voluntarily ceased doing business around the 
end of June 1973, and that the trader’s unauthorized transac- 
tions were the only ones of that nature that occurred at the 
firm.® 


The fact that McLaughlin owned most of Somerset's stock at 
the time of the violations cannot excuse Axelrod’s actions. 
And the record shows that Axelrod’s participation in the 
serious misconduct found, including the effort to conceal the 
firm's May 31, 1973 capital deficiency, was substantial. We 
note, however, that this is the first disciplinary proceeding 
involving Axelrod, who has spent more than 10 years in the 
securities business, and that the violations, though serious, 
related to his managerial responsibilities at Somerset. Under 
the circumstances, we conclude that a total bar of Axelrod is 
excessive. We shall therefore couple the bar with a proviso 
that, after six months, Axelrod may apply to become associ- 
ated with an NASD member in non-proprietary, non-supervi- 
sory Capacities, upon an appropriate showing of adequate 
supervision. 


An appropriate order will issue. 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS, EVANS and POLLACK). 


George A. Fitzsimmons 
Secretary 





1 Somerset did not appeal its expulsion from NASD member- 
ship in these proceedings. 


2 The NASD also assessed costs. 


3 Rule 15c3-1 under Section 15(c)(3) of the Securities Ex- 
change Act. 


4 McLaughlin, who was also barred, did not appeal. 


5 Unsecured customer receivables in the amount of $58,000, 
for which payment was overdue in violation of the provisions 
of Regulation T, were treated as valid assets for net capital 
purposes. And $145,000 worth of firm securities were 
“parked” in the accounts of the firm’s trader and certain of his 
relatives. 
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6 Axelrod also argues thaf he was denied due process in 
connection with an offer of settlement he submitted to the 
NASD's District Committee. He asserts that the NASD did not 
discuss the offer with him or respond to it until after the 
hearing before the NASD's Board of Governors, when he 
was notified that the District Committee had rejected his offer 
as “frivolous.” The NASD asserts that, in conversations with 
Axelrod, the staff of the District Committee informed him that 
his offer was inadequate. In any event, the NASD’s Code of 
Procedure (Section 13, NASD Manual §3012A) does not 
require that an offer of settlement be discussed with a 
respondent or that he be notified if the offer is rejected. It 
merely provides that, in the event of such rejection, the 
District Committee “shall proceed pursuant to the regular 
disciplinary procedures provided by this Code.” 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13115/December 28, 1976 


Admin. Proc. File No. 3-5004 

In the Matter of the Application of 

ARNOLD M. AXELROD 

80 Glen Drive 

Worthington, Ohio 

For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES 
INC. 


DEALERS, 


ORDER MODIFYING DISCIPLINARY ACTION TAKEN BY 
REGISTERED SECURITIES ASSOCIATION 


On the basis of the Commission's opinion issued this day, it 
is 


ORDERED that the bar of Arnold M. Axelrod from association 
with any member of the National Association of Securities 
Dealers, Inc. be, and it hereby is, modified by providing that, 
after six months, Axelrod may apply to become so associated 
but only in non-proprietary, non-supervisory capacities, upon 
an appropriate showing to the Association that he will be 
adequately supervised; and it is further 


ORDERED that in all other respects the Association’s action 
be, and it hereby is, affirmed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13116/December 28, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
MUNICIPAL SECURITIES RULEMAKING BOARD 


File No. SR-MSRB-76-12 


The Municipal Securities Rulemaking Board submitted on 
December 20, 1976 a proposed rule change under Rule 19b- 
4 to codify uniform industry practices for the processing, 
clearance, and settlement of transactions in municipal securi- 
ties and related matters. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 3, 1977. The 
Municipal Securities Rulemaking Board has consented to an 
extension of the time periods specified in Section 19(b)(2) of 
the Aci. In order to assist the Commission to determine 
whether to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule change 
should be disapproved, interested persons are invited to 
submit written data, views and arguments concerning the 
submission within 45 days from the date of publication in the 
Federal Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSRB-76-12. 


Copies of the submission and of al! written comments will be 
available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19816 /December 21, 1976 


In the Matter of 


9 a» AMERICAN ELECTRIC POWER COMPANY, INC. 


2 Broadway 
New York, New York 10004 


(70-5943) 


NOTICE OF PROPOSED ISSUE AND SALE OF COMMON 
STOCK PURSUANT TO DIVIDEND REINVESTMENT 
PLAN; EXCEPTION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that American Electric Power 
Company, Inc., (“AEP”), a registered holding company, has 
filed an application-declaration and amendments thereto with 
this Commission pursuant to the Public Utility Holding Com- 
pany Act of 1935 (“Act”) designating Sections 6(a) and 7 of 
the Act and Rule 50(a)(1) promulgated thereunder as applica- 
ble to the following proposed transaction. All interested 
persons are referred to the application-declaration, which is 
summarized below, for a complete statement of the proposed 
transaction. 


AEP proposes to issue and sell from time to time through 
April 30, 1978, up to 2,000,000 shares of its authorized but 
unissued common stock, par value $6.50 per share, pursuant 
to a Dividend Reinvestment and Stock Purchase Plan 
(“Plan”). The proceeds of the sale will be used, pursuant to 
Commission authorization (HCAR No. 19597, June 30, 
1976), to make additional equity investments in or capital 
contributions to AEP’s operating subsidiaries and to repay 
short-term debt. 


The Plan will be administered by Morgan Guaranty Trust 
Company of New York, which will make purchases of shares 
as agent for the participants, and all holders of record of 
AEP’s common shares will be eligible to participate. Partici- 
pants in the Plan will be able to: (a) have cash dividends on 
their shares of common stock automatically reinvested on 
each quarterly dividend payment date in shares of additional 
common stock at a price equal to 95% of the average of the 
daily high and low sales prices of the common stock of AEP 
(as published in The Wall Street Journal in its report of 
“NYSE-Composite Transactions”) for the period of five trad- 
ing days ending on such dividend payment date or, if the 
New York Stock Exchange is closed on the dividend payment 
date, the period of five trading days immediately preceding 
the dividend payment date (such average is thereinafter 
referred to as the “Current Market Price Average”); or (b) 
reinvest their cash dividends as previously described and, in 
addition, make optional cash payments (up to a maximum of 
$3,000 per quarter) to invest in shares of additional common 
stock on each dividend payment date at a price equal to 
100% of the Current Market Price Average; or (c) continue to 
receive cash dividends on shares registered in their names 
and invest only optional cash payments. A participant in the 
Plan may change options at any time. Dividends on shares 
credited to a participant's account under the Plan will be 
reinvested in shares of additional common stock at 95% of 
the Current Market Price Average. No brokerage commis- 
sions or service charges will be paid by participants in 
connection with purchases under the Plan. All costs of 
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administration of the Plan will be paid by AEP. A participant 
will be able to withdraw from the Plan at any time upon 
written notice. Upon withdrawal, the participant will be issued 
a certificate for the number of shares credited to his account 
and will receive a cash payment for the value of any fractional 
share. 


Participants will retain all voting rights relating to shares 
purchased under the Plan and credited to their accounts, and 
shares will be voted in accordance with the instructions of the 
participant to whose account they are credited. It is stated 
that no service charge or commission will be paid by partici- 
pants in connection with purchases under the Plan. There 
may, however, be a brokerage fee payable in connection with 
a transfer of shares to participants withdrawing from the Plan. 


The Plan will replace AEP’s existing Automatic Dividend 
Reinvestment Pian (the “Old Plan”) pursuant to which cash 
dividends and/or optional cash payments of participating 
stockholders are reinvested, through open market purchases, 
in Common Stock of AEP by Morgan Guaranty Trust Com- 
pany of New York, as agent. Participants in the Old Plan pay 
brokerage commissions and a service charge with each 
purchase. AEP believes that the provisions of the new Plan 
are more favorable to shareholders than the provisions of the 
Old Plan; and therefore shareholders who are enrolled in the 
Old Pian will be automatically enrolled in the Plan, and 
shares credited to their accounts under the Old Plan will be 
carried over to their account under the Plan, unless a 
participant in the Old Plan withdraws by giving written notice 
to the Agent, not later than March 8, 1977. 


AEP states that the transaction is excepted from the competi- 
tive bidding requirements of the Act by virtue of Rule 50(a)(1). 
Since the number of shares which any shareholder may 
purchase under the Plan by reinvestment of cash dividends 
will be, like his dividend, proportionate to his holdings, the 
preemptive right of each shareholder will be maintained. AEP 
also states that since optional cash payments will be applied 
to the purchase of shares only to the extent such common 
stock is offered to and not purchased by holders of shares of 
common stock with their cash dividends and at a price alwavs 
higher than the price offered to such holders, preemptive 
rights will have been satisfied as to such shares issued under 
the Plan. 


A statement of the expenses to be incurred in connection with 
the proposed transaction will be filed by amendment. It is 
stated that no state commission and no federal commission, 
other than this Commission, has jurisdiction over the pro- 
posed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 13, 1977, request in writing that a 
hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said application-declaration, as amended, 
which he desires to controvert; or he may request that he be 
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notified if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. A copy 
of such request should be served personally or by mail upon 
the applicant-declarant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any time 
after said date, the application-declaration, as amended or as 
it may be further amended, may be granted and permitted to 
become effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the Commis- 
sion may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who. request a hearing or 
advice as to whether a hearing is ordered will receive any 
notices or orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19817/December 22, 1976 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
New York, New York 10005 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 15907 


WATERFORD ELECTRIC LIGHT COMPANY 
Waterford, Pennsylvania 16441 


(70-5898) 


ORDER AUTHORIZING PROPOSED ACQUISITION OF 
CAPITAL STOCK OF ONE SUBSIDIARY BY A SECOND 
SUBSIDIARY AND MERGER OF THE TWO SUBSIDIARIES 


General Public Utilities Corporation (“GPU”), a registered 
holding company, and two of its electric utility subsidiary 
companies, Pennsylvania Electric Company (‘‘Penelec”) and 
Waterford Electric Light Company (“Waterford”), have filed 
an application-declaration and an amendment thereto with 
the Commission pursuant to Sections 9(a), 10, 12(b), 12(d), 
and 12(f) of the Public Utility Holding Company Act of 1935 
(“Act”), and Rules 43, 44, and 45 promulgated thereunder 
regarding the following proposed transactions. 
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Penelec proposed to acquire from GPU all of the issued and 
outstanding capital stock (“stock”) of Waterford. The transfer 
of the stock will be a contribution to capital by GPU to 
Penelec. GPU's carrying value for the stock as of June 30, 
1976 was $903,363.72, computed on the basis of (a) the fair 
market value of the shares of GPU common stock delivered 
by GPU to shareholders of Waterford in 1968 in exchange for 
the Waterford capital stock, (b) GPU’s cost of acquisition of 
the stock, (c) subsequent cash capital contributions made by 
GPU to Waterford ($515,000 as of June 30, 1976) and (d) 
Waterford’s net loss since acquisition ($100,581 as of June 
30, 1976). 


The business of Waterford is confined to the purchase, 
distribution, and sale of electric power-and energy in a 
relatively small area located entirely within the existing serv- 
ice area of Penelec, approximately 15 miles from the City of 
Erie, Pennsylvania. At June 30, 1976, Waterford served 
1,254 residential customers, 163 commercial and industria! 
customers and one street lighting customer. Waterford pur- 
chases from Penelec its entire requirements of electric power 
and energy. 


Immediately after Penelec’s acquisition of the Waterford 
stock, Waterford and Penelec propose to adopt a plan of 
merger for the merger of Waterford into Penelec. Upon such 
merger, Penelec will carry the Waterford assets at net original 
cost ($736,438 at June 30, 1976). 


The Pennsylvania Public Utility Commission has authorized 
the proposed transactions. No other state commission and no 
federal commission, other than this Commission, has jurisdic- 
tion over the proposed transactions. Fees and expenses to 
be incurred in connection with the proposed transactions are 
estimated at $25,000 including legal fees of $21,000. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19675), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the applicable 
standards of the act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, as 
amended, be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-deciaration, as 
amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act and 
subject further to the proviso that nothing in this order shall be 
construed as in any manner affecting the jurisdiction of any 
other regulatory authority with respect to rates, accounting or 
similar matters in connection with the proposed transactions. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19818/December 22, 1976 


In the Matter of 


NORTHEAST UTILITIES 
West Springfield, Massachusetts 


(70-5928) 


ORDER AUTHORIZING ISSUANCE AND SALE OF ADDI- 
TIONAL COMMON STOCK PURSUANT TO DIVIDEND 
REINVESTMENT AND COMMON SHARE PURCHASE 
PLAN 


Northeast Utilities (“Northeast”), a registered holding com- 
pany, has filed an application-declaration and amendments, 
thereto, with this Commission pursuant to Sections 6 and 7 of 
the Public Utility Holding Company Act of 1935 (“Act”) and 
Rule 50(a)(5) promulgated thereunder regarding the following 
proposed transaction. 


By order dated October 23, 1974 (HCAR No. 18617), North- 
east was authorized to issue and sell from time to time 
through November 15, 1975, 500,000 shares of its common 
stock, par value $5.00 per share, under a voluntary dividend 
reinvestment and common share purchase plan (‘Plan’). By 
order dated September 25, 1975 (HCAR No. 19191), North- 
east was authorized to issue and sel! an additional 1,000,000 
shares from time to time through December 31, 1976. As of 
November 1, 1976, Northeast had issued and sold 1,285,401 
of its authorized common shares pursuant to the Plan. The 
proceeds have been applied to the repayment of short term 
borrowings incurred for capital contributions or advances to 
Northeast’s subsidiaries to finance the cost of the continuing 
construction program of the Northeast System companies. 


Northeast proposes to issue and sell from time to time up to 
April 15, 1977, the 214,599 shares which remain unsold 
under its current authorization order. Northeast also proposes 
to issue and sell a maximum of 500,000 additional authorized 
but unissued shares (the “Additional Common Shares’). It is 
also proposed that the Plan will be further amended so that 
shareholders who elect to participate in the revised Plan may 
invest regular cash dividends and/or optional cash payments 
of between $25 to $3,000 per quarter in each stock. It is 
proposed that the purchase price under the revised Plan will 
be the average of the closing sales price for common shares 
as reported by the Wall Street Journal as Composite Trans- 
actions during the fifteen trading days immediately preceding 
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the dividend payment date. The proceeds from the sale of the 
balance of the remaining 214,599 shares, and from the 
proposed issuance and sale of the Additional Common 
Shares, estimated at approximately $7,861,000, will also be 
applied to the repayment of short term borrowings incurred 
for capital contributions or advances to Northeast’s subsidi- 
aries to finance the cost of the continuing construction 
program of the Northeast System companies. For 1976 the 
construction program expenditures are estimated to be 
$262,500,000. 


The Plan will be administered by The First National Bank of 
Boston (“Agent”), and all shares purchased will be held for 
the exclusive benefit of the Plan participants. All record 
holders of Northeast’s outstanding common stock are eligible 
to participate in the Plan and may join by executing ‘an 
authorization form and returning it to the Agent. A participant 
may withdraw from the Plan at any time upon giving written 
notice to the Agent. Upon withdrawal, certificates for whole 
shares credited to a participant's account will be issued and a 
cash payment will be made for any fractional shares so 
credited. The Plan provides that a participant may also 
request that certificates for any number of full shares credited 
to his account be issued to him even though he wishes to 
remain in the Plan. 


It is stated that all costs for administering the Plan will be paid 
by Northeast and that there will be no brokerage fees when 
shares are purchased under the Plan. However, if a partici- 
pant withdrawing from the Plan requests the Agent to sell his 
shares, there will be brokerage commissions. The Agent will 
not vote any shares held by it under the Plan. Participants will 
receive a single proxy with respect to full shares which they 
own of record or which are credited to their accounts under 
the Plan. 


The proposed transaction is exempted from the requirements 
of Rule 50(a)(5) of the Act in that compliance with paragraphs 
(b) and (c) of said Rule 50(a)(5) with respect to the issue and 
sale of the Additional Common Shares is not necessary or 
appropriate in the public interest or for the protection of 
investors. 


The fees, commissions and expenses estimated to be in- 
curred in connection with the proposed transaction are 
$124,000 including legal fees of $14,500 and accounting fees 
of $15,500. No State commission and no Federal commis- 
sion other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said amended application-declara- 
tion has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19765), and no 
hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest and 
in the interest of investors and consumers that said applica- 
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tion-declaration, as amended, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19819/December 22, 1976 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13097/December 22, 1976 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19820/December 23, 1976 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


MICHIGAN POWER COMPANY 
Three Rivers, Michigan 49093 


(70-4538) 


ORDER AUTHORIZING PROPOSED EXTENSION OF TIME 
FOR ISSUE AND SALE OF NOTES TO BANKS BY SUB- 
SIDIARY COMPANY AND OPEN ACCOUNT ADVANCES 
BY HOLDING COMPANY 


American Electric Power Company, Inc. (“AEP”), a registered 
holding company, and its public-utility subsidiary company, 
Michigan Power Company :(“MPC”), have filed with this 
Commission a post-effective amendment to their declaration, 
as previously amended, in this proceeding pursuant to Sec- 
tions 6(a), 7 and 12(b) of the Public Utility Holding Company 
Act of 1935 (‘Act’) and Rule 45 promulgated thereunder 
regarding the following proposed transactions. All interested 




















persons are referred to the declaration, as amended, for a 
complete statement of the proposed transaction. 


By prior orders issued in this proceeding, MPC was author- 
ized to make borrowings from time to time prior to December 
31, 1976, from the National Bank of Detroit (‘National’) and 
the First National Bank of Canton (“Canton”) in an aggregate 
amount not to exceed $4,000,000 outstanding at any one 
time. AEP was also authorized to make open-account ad- 
vances to MPC up to $12,000,000 outstanding at any one 
time. Such advances are to be repaid on or before December 
31, 1976, provided that advances are not to be repaid before 
the preferred stock of MPC is retired. As of November 12, 
1976, MPC had $2,750,000 of notes payable outstanding to 
National and $1,250,000 of notes outstanding to Canton. 


Declarants now request authorization for an extension of time 
to make the bank borrowings from December 31, 1976 to the 
earlier of (i) December 31, 1977 or (ii) 30 days following such 
time as MPC receives notice of approval from this Commis- 
sion to enter into a term bank loan agreement (proposed by 
amendment in File No. 70-5213). Declarants also request an 
extension of time through December 31, 1977, to make the 
aforesaid open account advances and to repay such ad- 
vances, provided that the advances are not to be repaid to 
the retirement of the preferred stock of MPC. 


The proposed notes to National and Canton will be dated as 
of the date of the borrowing, and will mature in not more than 
270 days from the date of issuance or reissuance thereof. 
The notes will bear interest at a rate per annum equal to the 
prime rate in effect from time to time at the lending bank and 
will be prepayable, in whole or in part, at any time by MPC, 
without premium or penalty. It is stated that sufficient bank 
balances tc meet operating and financial needs are generally 
kept at National and Canton, so that no additional balances 
will generally be required in connection with the borrowings. If 
the average of such balances were maintained solely in order 
to fulfill prevailing compensating balance requirements of 
approximately 20%, the effective interest cost to MPC of the 
issuance and sale of the notes would be approximately 
8'/3%, based on a prime rate of 61/2%. 


The proceeds from the notes to National and Canton and the 
open-account advances are required by MPC in connection 
with its construction program, which for the year 1977 is 
expected to amount to approximately $2,700,000, and to pay 
bank loans the proceeds of which were used in connection 
with past expenditures in connection with MPC’s construction 
program. Declarants state that the open-account advances 
will be repaid with a portion of the proceeds to be realized by 
MPC in connection with the divestment by MPC of its gas 
assets and that the bank loans will be repaid from internal 
cash sources or the issuance of such securities by MPC as 
the Commission may authorize. 


No state commission or federal commission, other than this 
Commission, has jurisdiction over the proposed transactions. 


Due notice of the filing of said post-effective amendment to 


the declaration has been given in the manner prescribed in 
Rule 23 promulgated under the Act (HCAR No. 19772), and 
no hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest and 
in the interest of investors and consumers that said declara- 
tion, as amended by said post-effective amendment, be 
permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended 
by said post-effective amendment be, and it hereby is, 
permitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under the 
Act. The order herein does not authorize MPC to repay the 
open account advances from AEP without MPC first retiring 
its preferred stock. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19821/December 23, 1976 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


COLUMBIA GAS OF WEST VIRGINIA, INC. 
COLUMBIA GAS OF KENTUCKY, INC. 
COLUMBIA GAS OF VIRGINIA, INC. 

COLUMBIA GAS OF OHIO, INC. 

COLUMBIA GAS OF PENNSYLVANIA, INC. 
COLUMBIA GAS OF NEW YORK, INC. 

COLUMBIA GAS OF MARYLAND, INC. 
COLUMBIA HYDROCARBON CORPORATION 
COLUMBIA GAS TRANSMISSION CORPORATION 
COLUMBIA LNG CORPORATION 

COLUMBIA GAS DEVELOPMENT CORPORATION 
COLUMBIA GAS DEVELOPMENT OF CANADA LTD 
COLUMBIA COAL GASIFICATION CORPORATION 
THE INLAND GAS COMPANY, INC. 


(70-5834) 
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SUPPLEMENTAL ORDER REGARDING INTRASYSTEM FI- 
NANCING 


The Columbia Gas System, Inc. (“Columbia”), a registered 
holding company, and its above-named wholly-owned subsid- 
iary companies, including Columbia Gas of West Virginia, Inc. 
(“Columbia of West Virginia”) and The Inland Gas Company, 
Inc. (“Inland”), have filed with this Commission a post- 
effective amendment to the application-declaration in this 
proceeding pursuant to Sections 6(b), 9(a), 10, and 12(b) of 
the Public Utility Holding Company Act of 1935 (‘Act’) and 
Rule 45 promulgated thereunder regarding the following 
proposed transactions. 


By order in this proceeding dated April 30, 1976 (HCAR No. 
19506), Columbia and its above-named subsidiary compa- 
nies were authorized to engage in certain intrasystem financ- 
ing, including open account advances of up to $8,400,000 by 
Columbia to Columbia of West Virginia. It is now proposed 
that the amount of said advances to Columbia of West 
Virginia be increased to an aggregate of up to $18,400,000 
under the same terms as the prior authorization. The ad- 
vances will be repaid on or before May 31, 1977, and will 
initially bear interest at the prime commercial bank rate in 
effect from time to time at Morgan Guaranty Trust Company 
of New York. At the present time, the prime commercial bank 
rate is 6%. The interest charges will be adjusted, after the 
storage financing period, to the effective interest cost Colum- 
bia achieves on its short-term borrowing. It is stated that the 
proposed increase is required in order to provide Columbia of 
West Virginia with sufficient funds to make rate refunds to its 
customers estimated to approximate $12,000,000 pursuant to 
an order of the Public Service Commission of West Virginia 
issued August 9, 1976. 


In addition, the post-effective amendment adds Inland to the 
system companies included in the proceeding and states that 
Inland proposes to issue and sell to Columbia up to an 
aggregate of $1,500,000 of installment promissory notes prior 
to April 1, 1977. It is stated that the proposed financing is 
necessitated by the required additional production facilities 
that are now contemplated. Said installment notes are to be 
unsecured, non-registered, and dated the date of their issue. 
The principal amounts will be due in twenty (20) equal annual 
installments on March 31st of each of the years 1978 to 
1997, inclusive. Interest on all such notes will accrue from the 
date of issuance and is to be paid semi-annually on the 
unpaid principal thereof until fully paid. The interest rate will 
be the actual cost of money to Columbia with respect to its 
last sale of debentures and/or preferred stock prior to the 
issuance of said notes decreased by an amount necessary in 
order that the interest rate be a multiple of 1/10 of 1%. 
Columbia sold $75,000,000 principal amount of debentures 
on May 19, 1976, at a cost of money of 9.327%. Therefore, 
the installment notes to be issued initially will bear an interest 
rate of 9.3%. Installment notes to be issued subsequent to 
any of Columbia's future financings wi!l carry an interest rate 
related to the last such sale of securities prior to the issuance 
of said notes. ' 


1332/SEC DOCKET 


The Public Service Comnfission of West Virginia has author- 
ized the sale of securities by Columbia of West Virginia. No 
other State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. It has been requested that authority be granted 
to file certificates under Rule 24 with respect to the proposed 
transactions on a quarterly basis. 


Due notice of the filing of said post-effective amendment to 
the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR No. 
19759), and no hearing has been requested of or ordered by 
the Commission. Upon the basis of the facts in the record, it 
is hereby found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers that 
said application-declaration, as amended by said post-effec- 
tive amendment, be granted and permitted to become effec- 
tive: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended by said post-effective amendment, be, and it here- 
by is, granted and permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that the time for filing the 
certification thereunder is extended so as to allow filing on a 
quarterly basis. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19822/December 23, 1976 


In the Matter of 


NEW ORLEANS PUBLIC SERVICE, INC. 
P. O. Box 60340 
New Orleans, Louisiana 70160 


(54-254) 


ORDER EXTENDING PERIOD DURING WHICH PERSONS 
WHO HAVE REQUESTED A HEARING MAY FILE MEMO- 
RANDA IN SUPPORT OF THEIR REQUESTS 


By release dated October 20, 1976 (HCAR No. 19779), 
notice was given of a plan filed with this Commission by New 
Orleans Public Service, Inc. (“NOPSI"), a wholly owned 
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subsidiary of Middle South Utilities, Inc., a registered holding 
company, under Section 11(e) of the Public Utility Holding 
Company Act of 1935 (“Act”) for the divestiture of its transit 
properties. 


That release gave interested persons until November 12, 
1976, to request a hearing on NOPSI’s plan. By a release 
dated November 2, 1976 (HCAR No. 19742) the period 
during which a request for a hearing could be filed was 
extended through December 20, 1976. 


The City, among other persons, has requested that a hearing 
be held on NOPSI's plan. The City, however, has found it 
impracticable to prepare a memorandum in support of its 
request for a hearing within the extended notice period. 
Accordingly, the City has requested that the period during 
which a memorandum may be filed in support of its request 
for a hearing be extended through January 31, 1977. The 
City states that NOPSI has no objection to the granting of 
such an extension. 


IT IS ORDERED that any person who had, as of December 
20, 1976, requested a hearing in this matter may, not later 
than January 31, 1977, file a written memorandum in support 
of his request for a hearing, stating the nature of his interest, 
the reasons for such request, and the issues of fact or law 
raised by the filing which he desires to controvert. Any such 
memorandum should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. A copy 
of such memorandum should be served personally or by mail 
upon the applicants at the above stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any time after 
said date, the application, as filed or as it may be amended, 
may be granted effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. 


For the Commission, by the Division of Corporation Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19823/December 27, 1976 


In the Matter of 


GRANITE STATE ELECTRIC COMPANY 
Lebanon, New Hampshire 03766 


(70-5931) 


ORDER AUTHORIZING PROPOSED ISSUANCE OF UN- 
SECURED NOTE TO INSURANCE COMPANY 


Granite State Electric Company (‘Granite’), an electric utility 
subsidiary company of New England Electric System, a 
registered holding company, has filed a declaration, and 
amendments thereto, with this Commission pursuant to Sec- 
tion 6(b) of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 50(a)(2) promulgated thereunder regarding 
the following proposed transaction. 


Granite proposes to issue its note (“note”) for cash in the 
principal amount of $8,000,000 to John Hancock Mutual Life 
Insurance Company (“Hancock”). The note will be issued 
pursuant to an agreement (“agreement”) between Granite 
and Hancock, will mature in ten years from date of issue and 
wili bear interest at the rate of 91/2% per annum. The 
agreement also provides for a sinking fund of $800,000 per 
year beginning at the end of the third year of the loan. The 
note is expected to be issued during the month of December 
1976 and may not be refunded by Granite during the first five 
years from proceeds of borrowings at a lower effective 
interest cost to Granite or with a weighted average life to 
maturity less than that remaining on the note at such time. 
Granite may call the note at a premium in years six through 
ten. 


Proceeds from the issue and sale of the note will be applied 
to payment of Granite’s then payable outstanding short-term 
notes issued to pay for capitalizable expenditures or to 
reimburse the Granite treasury for such expenditures. It is 
expected that Granite will have anproximately $8,000,000 in 
such borrowings outstanding at the time of the issuance of 
the note. 


Granite’s capitalization as of September 30, 1976 and giving 
effect to the issuance of the note to Hancock is as follows: 


Actual 
Amount % 
Common equity $ 6,871,538 49.5 
Long-term debt —_- — 
Short-term debt 7,000,000 50.5 


Pro Forma 
Amount % 
$ 6,871,538 46.2 

8,000,000 53.8 





Total 


capitalization $13,871,538 100.0 $14,871,538 100.0 


Granite states that issuance of the note is excepted from the 
competitive bidding requirements of Rule 50 under the Act by 
paragraph (a)(2) of the rule. The note will have a maturity of 
ten years, will be sold to an insurance company not for resale 
to the public and there will be no finder’s fee or other fee paid 
in connection therewith to any third person for negotiating the 
transaction. 
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The New Hampshire Public Utilities Commission has author- 
ized the proposed transaction and no other state or federal 
commission, other than this Commission, has jurisdiction over 
the proposed transaction. 


Due notice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the Act 
(HCAR No. 19766), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and 
consumers that said declaration, as amended, be permitted 
to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and ruies thereunder, that said declaration, as amended, 
‘be, and it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19824/December 28, 1976 


In the Matter of 


OHIO POWER COMPANY 
Canton, Ohio 44701 


(70-5935) 


ORDER APPROVING PROPOSED SALE OF UTILITY AS- 
SETS 


Ohio Power Company (“Ohio Power”), a subsidiary of Ameri- 
can Electric Power Company (“AEP”), a registered holding 
company, has filed a declaration with this Commission, 
pursuant to Section 12(d) of the Public Utility Holding Com- 
pany Act of 1935 (“Act”) and Rule 44 promulgated thereun- 
der, regarding the following proposed transaction. 


Ohio Power proposes to sell to the United Telephone Com- 
pany of Ohio (“United”), which is not affiliated with either 
Ohio Power or AEP, 5,230 of Ohio Power's poles located in 
certain portions of the State of Ohio. 
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The sale is made pursuant to the terms of a Joint Use 
Agreement between Ohio Power and United, effective Janu- 
ary 1, 1970, under which either party has the option to 
purchase from the other any number of poles up to the 
number necessary to obtain the objective percentage of 
ownership by that party of the jointly-used poles specified in 
the agreement. United has exercised its option to purchase 
5,230 of Ohio Power's poles which will give it ownership of 
45% of the jointly-used poles under the agreement. The 
selling price, which is based on a straight-line depreciated 
reproduction cost (30-year life), will be $453,767. The original 
installed cost of these facilities was $630,370. 


The fees and expenses to be incurred by Ohio Power in 
connection with the transaction are estimated not to exceed 
$500. No state commission and no federal commission, other 
than this Commission has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the Act 
(HCAR No. 19782), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and 
consumers that the declaration be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, be, and it 
hereby is, permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19825/December 28, 1976 


In the Matter of 


LOUISIANA POWER AND LIGHT COMPANY 
New Orleans, Louisiana 


(70-5940) 











ORDER AUTHORIZING ISSUANCE AND SALE OF NOTES @ 4 





TO BANKS AND TO DEALER IN COMMERCIAL PAPER 
AND EXCEPTION FROM COMPETITIVE BIDDING 


Louisiana Power and Light Company (“Louisiana”), a public- 
utility subsidiary company of Middle South Utilities, Inc. 
(“Middle South”), a registered holding company, has filed a 
declaration and an amendment thereto with this Commission 
pursuant to Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (‘Act’) and Rules 50(a)(2) and 50(a)(5) 
promulgated thereunder regarding the following proposed 
transactions. 


To cover its interim financing requirements through Decem- 
ber 31, 1978, Louisiana proposes, from time to time, to 
borrow from, pay, prepay and/or reborrow from one or more 
commercial banks and to issue and sell commercial paper to 
a dealer or broker in such securities in an aggregate principal 
amount not exceeding $85,000,000 outstanding at any one 
time. 


The proposed commercial bank loans would be evidenced by 
unsecured promissory notes of Louisiana, each to the order 
of the lending bank, maturing not later than December 31, 
1978, and bearing interest at the prime rate in effect from 
time to time at certain New York banks. Such notes would be 
subject to prepayment in whole at any time or in part from 
time to time without penalty or premium. 


Set forth below are the respective maximum amounts which 
the banks participating in the bank loans have committed 
themselves to lend during the period through December 31, 
1977: 


Maximum 
Bank Amount 

The Chase Manhattan Bank (National $25,000,000 
Association), New York, N.Y. 

Whitney National Bank of New Orleans, 8,000,000 
Louisiana 

First National Bank of Commerce, New 6,000,000 
Orleans, La. 

The Hibernia National Bank in New Orleans, 3,500,000 
La. 

National American Bank of New Orleans, La. 2,500,000 

Irving Trust Company, New York, N.Y. 2,000,000 

The National Bank of Commerce in Jefferson 750,000 
Parish, New Orleans, La. 

The Bank of New Orleans and Trust 500,000 
Company, New Orleans, La. 

Central Bank, Monroe, La. 500,000 

First State Bank & Trust Company, Bogalusa, 500,000 
La. 

Assumption Bank and Trust Company, 240,000 
Napoleonville, La. 

First National Bank of Jefferson Parish, 200,000 
Gretna, La. 

First National Bank of West Monroe, West 150,000 
Monroe, La. 


American Bank and Trust Company in 100,000 
Monroe, Monroe, La. 

Bank of Louisiana in New Orleans, La. 100,000 

Bastrop National Bank, Bastrop, La. 100,000 

Guaranty Bank & Trust Company, Gretna, La. 100,000 

Metairie Bank and Trust Company, Metairie, 100,000 
La. 

Terrebonne Bank & Trust Company, Houma, 100,000 
La. 

The Quachita National Bank in Monroe, 100,000 
Monroe, La. 

Bank of the South, Gretna, La. 80,000 

First Guaranty Bank, Hammond, La. 75,000 

Franklin State Bank & Trust Company, 50,000 
Winnsboro, La. 

Winnsboro State Bank & Trust Company, 50,000 
Winnsboro, La. 

Bank of Morehouse, Bastrop, La. 25,000 

Citizens Bank & Trust Company, Thibodaux, 20,000 
La. 

$50,840,000 


Louisiana maintains accounts with the lending banks and, at 
September 30, 1976, balances in such accounts aggregated 
$3,078,726. Although the balances in some of these ac- 
counts may be deemed to be compensating balances, most 
of these bank accounts are working accounts and fluctuations 
in their balances do not reflect or depend upon fluctuations in 
the amount of bank loans outstanding. The minimum bal- 
ances customarily maintained in such bank accounts aggre- 
gate $2,391,000. Louisiana believes that these balances are 
adequate as of this time. If minimum balances of 10% or 20% 
were required, the effective rate of interest would be 6.94% 
and 7.81%, respectively, using the present prime rate of 
61/4%. 


The commercial paper will be sold by Louisiana directly to 
Lehman Commercial Paper Incorporated (“Lehman”) in de- 
nominations of not less than $50,000 or more than 
$1,000,000 at a discount which will not exceed the discount 
rate per annum prevailing at the respective dates of issuance 
for the particular maturities involved for sales of prime 
commercial paper of comparable quality by public utility 
issuers to commercial paper dealers. The maximum amount 
of commercial paper purchased and outstanding at any one 
time will not exceed $50,000,000. The proposed commercial 
paper of Louisiana would be in the form of unsecured Bearer 
notes maturing not longer than nine months after the dates of 
issuance. No other costs, fees, commissions or additional 
charges will be payable by Louisiana to Lehman in connec- 
tion with the issuance and sale of such commercial paper. 
The commercial paper will not be prepayable prior to matu- 
rity. As principal, Lehman will initially reoffer the commercial 
paper at a discount rate no greater than 1/8th of 1°% per 
annum less than the discount rate to Louisiana. 


Louisiana will not issue any of its commercial paper notes 
having a maturity of more than 90 days at an effective 
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interest cost which exceeds the effective interest cost at 
which Louisiana could borrow from banks, and, in general, 
the nature of the borrowing or borrowings made at any 
particular time would be determined on the basis of market 
conditions with a view toward obtaining borrowed funds at the 
lowest possible cost. 


The net proceeds of the borrowings herein proposed will be 
used, together with other funds available to Louisiana, for the 
construction of new facilities, for additions and improvements 
to present facilities, and for other corporate purposes. Louisi- 
ana’s construction program contemplates expenditures of 
approximately $138,800,000 in 1976, $198,000,000 in 1977 
and $217,000,000 in 1978. 


Louisiana expects to effect permanent financing also during 
the period through December 31, 1978, and may use part or 
all of the proceeds of such permanent financing to pay or 
prepay commercial bank loans or to pay commercial paper. 
Louisiana proposes that it is essential to its interim financing 
program that such use of the proceeds of permanent financ- 
ing shall not reduce the aggregate principal amount of 
commercial paper and/or commercial bank loans which Loui- 
siana herein seeks authorization to have outstanding at any 
one time during said period through December 31, 1978. 
Louisiana expects to retire all of the then outstanding borrow- 
ings covered by this declaration on or before December 31, 
1978, from the proceeds of the sale of securities. 


The proposed issue and sale of the commercial paper is 
exempted from the competitive bidding requirements of Rule 
50(a)(5). It is stated that it is not practical to invite competitive 
bids for commercial paper and that current rates for commer- 
cial paper for such prime borrowers as Louisiana are pub- 
lished daily in financial publications. 


No associate company or affiliate of Louisiana or affiliate of 
any such associate company has any material interest, direct 
or indirect, in the transactions proposed. 


No State commission and no Federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. The fees, commissions and expenses to be incurred in 
connection with these transactions are estimated at $3,000 
including legal fees not to exceed $1,000. 


Due notice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the Act 
(HCAR No. 19787), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and 
consumers that said declaration, as amended, be permitted 
to become effective: 


IT S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended, 
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be, and it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that the time for filing the 
certification thereunder with respect to the proposed transac- 
tions is extended so as to allow filing on a quarterly basis. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19826/December 28, 1976 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New York, New York 


ARKANSAS-MISSOUR!I POWER COMPANY 
Blytheville, Arkansas 


(70-5936) 


ORDER APPROVING SALE OF NOTES BY SUBSIDIARY 
COMPANY AND ACQUISITION THEREOF BY HOLDING 
COMPANY 


Arkansas-Missouri Power Company (“Ark-Mo”), a subsidiary 
company of Middle South Utilities, Inc. (“Middle South”), a 
registered holding company, and Middle South have filed an 
application-declaration and an amendment thereto with this 
Commission pursuant to Sections 6(b), 9(a), 10(a), 12(b), and 
12(f) of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 43 promulgated thereunder as applicable to 
the following proposed transactions. 


Ark-Mo proposes to issue and sell to Middle South from time 
to time through December 31, 1977, up to $2,100,000 of its 
unsecured short-term promissory notes of a maturity of not 
more than twelve months. The net proceeds to be received 
by Ark-Mo from the issuance and sale of the notes will be 
applied to the payment at maturity of its presently outstanding 
notes. The notes will be payable not more than twelve 
months from the date of issuance and will bear interest at a 
rate per annum equivalent to '/4 of 1% above the commercial 
loan rate in effect at the Manufacturers Hanover Trust 
Company from time to time. The notes will, at the option of 
Ark-Mo, be prepayable in whole or in part at any time without 
premium or penalty. 


The Arkansas Public Service Commission has jurisdiction 
over and has approved the issuance and sale of the notes by 














Ark-Mo. No other State commission and no Federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transactions. 


Due notice of the filing of said application-declaration, as 
amended, has been given in the manner prescribed in Rule 
23 promulgated under the Act (HCAR No. 19776), and no 
hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest and 
in the interest of investors and consumers that said applica- 
tion-declaration, as amended, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19827/December 28, 1976 


In the Matter of 


YANKEE ATOMIC ELECTRIC COMPANY 
Westborough, Massachusetts 


(70-5932) 


ORDER AUTHORIZING ISSUE AND SALE OF SHORT- 
TERM PROMISSORY NOTES TO A BANK AND A DEALER 
IN COMMERCIAL PAPER AND REQUEST FOR EXEMP- 
TION FROM COMPETITIVE BIDDING 


Yankee Atomic Electric Company (“Yankee Atomic”), an 
electric utility subsidiary company of New England Electric 
System and Northeast Utilities, registered holding companies, 
has filed an application-declaration and an amendment 
thereto with this Commission pursuant to Sections 6(a) and 7 
of the Public Utility Holding Company Act of 1935 (“Act”) and 
Rules 42(b)(2) and 50 promulgated thereunder as applicable 
to the proposed transactions. 


Yankee Atomic proposes to issue and sell from time to time, 


but not later than December 31, 1977, short-term promissory 
notes, in order to finance the acquisition of nuclear fuel and to 
make necessary plant improvements. The notes are ex- 
pected to be sold to The First National Bank of Boston, 
Massachusetts, or to A. G. Becker & Company, Incorporated 
(“Becker”), a dealer in commercial paper, or both, up to a 
maximum aggregate principal amount of $20,000,000 to be 
outstanding at any one time. 


The proposed short-term borrowing will be repaid from time 
to time in part from internally generated funds and the 
balance will be refinanced either through additional short-term 
borrowings or permanent financing. 


The proposed borrowings from The First National Bank of 
Boston will be evidenced by notes payable maturing in less 
than one year from the date of issuance and will provide for 
prior payment in whole or in part without premium. The notes 
will bear interest at not in excess of the prime rate at such 
bank in effect at the time borrowings are made. If balances 
were maintained to solely fulfill prevailing compensating bal- 
ance requirements of 20%, the effective interest cost to 
Yankee Atomic would be about 8.125% per annum based on 
the current prime rate of 6.5%. 


Yankee Atomic also proposes to issue and sell its commer- 
cial paper during the period through December 31, 1977, 
directly to Becker. Becker, as a principal, will reoffer such 
commercial paper to not more than 200 of its customers 
whose names appear on a nonpublic list prepared by Becker 
in advance. No additions will will be made to such list of 
customers. The commercial paper so issued and sold will be 
in the form of unsecured promissory notes having varying 
maturities of not in excess of 270 days. Actual maturities will 
be determined by market conditions, the effective interest 
cost to Yankee Atomic, and Yankee Atomic’s cash require- 
ments at the time of issuance. The commercial paper will be 
in denominations of not less than $50,000 and no more than 
$1,000,000, and will not by its terms be prepayable prior to 
maturity. The commercial paper will be purchased by Becker 
from Yankee Atomic at a discount which will not be in excess 
of the discount rate per annum prevailing at the date of 
issuance for the particular maturity at which prime commer- 
ciai paper of comparable quality is sold by public utility 
issuers to commercial paper dealers. Becker will initially 
reoffer the commercial paper at a discount rate not more than 
'/g of 1% per annum less than the prevailing discount rate to 
Yankee Atomic. It is expected that such commercial paper 
will be held to maturity by the purchasers, but, if any such 
purchaser wishes to resell prior to maturity, Becker, pursuant 
to an oral repurchase agreement, will repurchase the paper 
for resale to others on said list of customers. No commercial 
paper notes having a maturity of more than 90 days will be 
issued at an effective interest cost which exceeds the effec- 
tive interest cost at which Yankee Atomic could borrow from 
The First National Bank of Boston. 


Yankee Atomic requests exception from the competitive 
bidding requirements of Rule 50 with respect to the proposed 
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issuance and sale of commercial paper pursuant to para- 
graph (a)(5) thereof on the grounds that the commercial 
paper to be issued will have maturities of not more than nine 
months, the effective interest rate thereon will not exceed the 
effective interest cost for borrowings from The First National 
Bank of Boston, the current rates for commercial paper for 
prime borrowers such as Yankee Atomic are readily ascer- 
tainable by reference to daily financial publications and it is 
not practical to publish invitations for bids for commercial 
paper. It is stated that the issuance and sale of notes to The 
First National Bank of Boston is excepted from the competi- 
tive bidding requirements of Rule 50 by reason of paragraph 
(a)(2) thereof. 


It is stated that no state commission and no federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transactions. The applicants-declarants request 
that authority be granted to file certificates under Rule 24 
reporting transactions consummated pursuant to this filing on 
a quarterly basis. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19791), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, as 
amended, be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act, 
except that the time for filing the certification thereunder with 
respect to the proposed transactions is extended so as to 
allow filing on a quarterly basis. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


THE CARDINAL FUND, INC. 
51 North High Street 
Columbus, Ohio 43215 


(812-4045) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 17(b) OF THE ACT FOR AN ORDER EXEMPT- 
ING A PROPOSED TRANSACTION FROM SECTION 17(a) 
OF THE ACT 


NOTICE IS HEREBY GIVEN that The Cardinal Fund, Inc. 
(‘Cardinal’), registered under the investment Company Act of 
1940 (‘Act’) as a diversified, open-end investment company, 
filed an application on October 19, 1976 and amendments 
thereto on November 16 and November 24, 1976, for an 
order pursuant to Section 17(b) of the Act exempting from the 
provisions of Section 17(a) of the Act the proposed sale by 
Cardinal of 53,000 shares of Common Stock of Brodhead- 
Garrett Co. (“B-G’) to The Ohio Company (“TOC”). All 
interested persons are referred to the application on file with 
the Commission for a statement of the representations con- 
tained therein, which are summarized below. 


Cardinal is an Ohio corporation organized in 1966 under the 
name of Knowledge Communication Fund, Inc. TOC, a 
registered broker-dealer organized as an Ohio corporation, is 
presently serving as the investment adviser to Cardinal. 


Cardinal represents that it owns 53,000 shares of B-G, part of 
which was acquired through a merger with Ohio Capital 
Fund, Inc. in 1975 and the remainder of which was acquired 
through agency transactions with TOC in 1968 and 1969. 
Cardinal states that 40,000 of these shares are held as 
restricted securities. It is stated that TOC has been a market 
maker in the shares of B-G, and that TOC has been the only 
broker-dealer involved in market making activities with any 
degree of consistency. According to the application, TOC 
owns beneficially 439,368 shares, or 36.97% of the 
1,188,501 outstanding shares of B-G, with an additional 
2.59% of the outstanding shares of B-G being owned by 
TOC’s Profit Sharing Plan and Trust and by its Pension Plan 
and Trust. Cardinal represents that Mr. Donald C. Fanta, an 
officer and director of TOC as well as a director of both 
Cardinal and B-G, owns approximately .084% of the out- 
standing shares of B-G. 


Cardinal and TOC have entered into an Agreement of Sale 
(“Agreement”) dated October 6, 1976 providing for the sale 
by Cardinal of 53,000 shares of B-G to TOC for $8.125 per 
share. Cardinal represents that the Agreement was approved 
by a majority of Cardinal's Board of Directors, including a 
majority of the directors not considered to be interested 
persons of Cardinal as defined in the Act. The Agreement 
provides that the sale is conditioned upon approval of the 
transaction by the shareholders of Cardinal and upon the 
granting of the application by the Commission. 














Section 2(a)(3) of the Act defines “affiliated person” of an 
investment company to mean any investment adviser thereof. 


Section 17(a) of the Act, in pertinent part, provides that it shall 
be unlawful for any affiliated person of a registered invest- 
ment company knowingly to sell to or purchase from such 
registered investment company any security or other property 
except securities of which the investment company is the 
issuer. Pursuant to Section 17(b) of the Act, the Commission, 
upon application, may grant an exemption from such prohibi- 
tion after finding that the terms of the proposed transaction, 
including the consideration to be paid or received, are fair and 
reasonable and do not involve overreaching on the part of 
any person concerned, and that the proposed transaction is 
consistent with the policy of each registered investment 
company concerned and the general purposes of the Act. 


Cardinal asserts that market developments in the shares of 
B-G during recent years together with the operating experi- 
ence of B-G has made the shares held by Cardinal increas- 
ingly difficult to value. As of October 2, 1976, the Board of 
Directors of Cardinal valued B-G at $8.00 per share. Accord- 
ing to the application, Cardinal's Board of Directors is of the 
opinion that a sale of B-G will be beneficial to Cardinal in that 
it will eliminate from the portfolio securities which are not 
liquid and which are difficult to value. 


On April 22, 1976, Cardinal, in anticipation of a possible 
tender offer by B-G, engaged Robert W. Baird & Co. Incorpo- 
rated (‘Baird’) to conduct an independent appraisal of the 
53,000 shares. In this regard, Baird was asked whether a 
sale by Cardinal of 53,000 shares of B-G to TOC at $8.125 
per share was fair. Baird stated that their appraised value of 
B-G as of September 30, 1976, was $7.50 per share before 
applying a discount for the lack of marketability of B-G, and 
that the offer of $8.125 per share of B-G was both fair and 
reasonable. On October 2, 1976, Cardinal's Board of Direc- 
tors unanimously resolved, based upon the Baird appraisal, 
that a sale of the 53,000 shares of B-G to TOC at a price of 
$8.125 per share was fair and reasonable under the circum- 
stances, and authorized Cardinal’s President to enter into the 
Agreement with TOC. 


According to the application, TOC, as a market maker in B-G, 
entered month-end bids of $9.25 per share on 100 share lots 
of B-G from March, 1975 to June, 1976, at which time TOC 
stopped entering bids. It is represented that TOC advised 
Cardinal that it discontinued bidding on B-G because of the 
request for an independent appraisal. The application states 
that TOC has not made a final decision on whether it will 
resume making a market for B-G after its proposed purchase 
of Cardinal's shares is consummated. 


It is represented in the application that in 1976 TOC pur- 
chased the following amounts of B-G shares for its Invest- 
ment Account and Trading Account: 


Investment Account Trading Account 





Number Price Number Price 
of Per of Per 
Date Shares Share Date Shares Share 
1-6-76 500 $9.25 1-12-76 100 $9.25 
1-6-76 11,202(1) 9.00 3-10-76 100 9.25 
3-18-76 2,900 8.25 
3-24-76 300 9.25 
(1) Purchased from The ore eae 
2 : 6-11-76 600 9.00 

Ohio Company Profit 
Sharing Plan and Trust om a ee 
6-23-76 600 8.50 


It is asserted that Cardinal and TOC are presently unaware of 
any plan involving the sale, merger or other disposition or 
reorganization of B-G, or of any plan by B-G to acquire more 
than nominal amounts of its own shares. Cardinal submits 
that, under the circumstances, the granting of the requested 
exemption from the provisions of Section 17(a) of the Act so 
as to permit the proposed sale is appropriate in that the terms 
of the proposed transaction, including the price to be paid for 
the B-G shares, are reasonable and fair and do not involve 
overreaching on the part of any person concerned. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 17, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted; ot he may request 
that he be notified if the Commission shafl order a hearing 
thereon. Any such communication should be addréssed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address stated 
above. Proof of such service (by affidavit, or in case of an 
attorney-at-law by certificate)-shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


WARNER BROS., INC. 
4000 Warner Boulevard 
Burbank, California 91522 


(812-3985) 


ORDER PURSUANT TO SECTIONS 6(c) and 6(e) OF THE 
ACT GRANTING TEMPORARY EXEMPTION FROM SEC- 
TION 7 AND CERTAIN OTHER PROVISIONS OF THE ACT 


Warner Bros., Inc. (“Applicant”), a Delaware corporation, 
applied on October 8, 1976, pursuant to Sections 6(c) and 
6(e) of the Investment Company Act of 1940 (“Act”), for an 
order of the Commission temporarily exempting it from Sec- 
tion 7 and certain other provisions of the Act from September 
3, 1976 and until such time as the Commission has acted 
upon Applicant's application under Sections 3(b)(2) and 6(c) 
of the Act filed on July 7, 1976. Applicant, in requesting such 
temporary exemption, has agreed that Applicant and other 
persons in their transactions and relations with it shall be 
subject to all provisions of the Act and the respective Rules 
and Regulations promulgated thereunder as though Applicant 
were a registered investment company, other than Sections 
7, 8, 10(a), 13(a)(2), 17(f), 17(g), 17(h), 18, 20(a), 23, 30 
(except for subsection (f) thereof), 31, and 32, and from the 
Rules and Regulations thereunder. 


On November 10, 1976, a notice (Investment Company Act 
Release No. 9520) was issued of the filing of said application 
pursuant to Sections 6(c) and 6(e) of the Act. The notice gave 
interested persons an opportunity to request a hearing and 
stated that an order disposing of the application would be 
issued as of course unless a hearing should be ordered. No 
request for a hearing has been filed and the Commission has 
not ordered a hearing. 


The matter having been considered, it is found that the 
requested exemption from Section 7 and certain other provi- 
sions of the Act is appropriate in the public interest and 
consistent with the protection of investors and the purposes 
fairly intended by the policy and provisions of the Act, subject 
to the conditions stated below, which are deemed necessary 
or appropriate in the public interest or for the protection of 
investors. Accordingly, 


IT 1S ORDERED, pursuant to Sections 6(c) and 6(e) of the 
Act, that Applicant is hereby exempted from the provisions of 
Section 7 of the Act during the period commencing Septem- 
ber 3, 1976, and continuing until the Commission has acted 
upon Applicant's application under Sections 3(b)(2) and 6(c) 
of the Act filed on July 7, 1976; and 


IT IS FURTHER ORDERED, pursuant to Section 6(c) and 
6(e) of the Act, that during the temporary exemption period, 
Applicant and other persons in their transactions and rela- 
tions with it shall be subject to all provisions of the Act and 
the Rules and Regulations thereunder as though Applicant 
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were a registered investment company, other than Sections 
8, 10(a), 13(a)(2), 17(f), 17(g), 17(h), 18, 20(a), 23, 30 
(except for subsection (f) thereunder), 31, and 32, and the 
Rules and Regulations thereunder. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


THE CASH MANAGEMENT TRUST OF AMERICA 
611 West Sixth Street 
Los Angeles, California 90017 


(812-4050) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR EXEMPTION FROM THE 
PROVISIONS OF SECTION 19(b) OF THE ACT AND RULE 
19b-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that The Cash Management 
Trust of America (‘Applicant’), an open-end, diversified in- 
vestment company registered under the Investment Com- 
pany Act of 1940 (‘‘Act”), filed an application on October 29, 
1976, pursuant to Section 6(c) of the Act, for an order of 
exemption from the provisions of Section 19(b) of the Act and 
Rule 19b-1 thereunder which limit the distribution of long-term 
capital gains to not more than once in any one taxable year. 
All interested persons are referred to the application on file 
with the Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant is a Massachusetts business trust organized on 
February 27, 1976, to invest in a portfolio of “money market” 
instruments maturing in one year or less, including securities 
of the United States Government, its agencies and instru- 
mentalities, certificates of deposit of large commercial banks 
and savings institutions, commercial paper, corporate notes 
and bonds, and repurchase agreements. Applicant's invest- 
ment objective is to provide income to investors, while 
preserving capital and maintaining liquidity. 


It is stated in the application that all net income of the 
Applicant as determined by State Street Bank and Trust 
Company, Applicant's Transfer Agent, will be declared each 
day as a dividend on Applicant's shares, payable to all 














: | = 


shareholders who held shares of Applicant at the close of 
business on the previous day. Dividends will be paid monthly 
in the form of additional shares of Applicant unless a share- 
holder elects to receive the dividends in cash. Applicant 
submits that by declaring daily dividends of all accumulated 
net income the net asset value of each share of Applicant will 
normally remain constant. 


Applicant represents that, for purposes of calculating divi- 
dends, daily net income consists of (i) all interest income 
accrued on Applicant's investments (including any discount or 
premium ratably amortized to the date of maturity); (ii) minus 
all actual and accrued liabilities of Applicant, including inter- 
est, taxes and other expense items, amounts determined and 
declared as dividends or distributions, and any reserve for 
contingent or undetermined liabilities, all determined in ac- 
cordance with generally accepted accounting principles; and 
(iii) plus or minus all realized and unrealized gains or losses 
on Applicant's investments. 


Section 19(b) of the Act provides, in part, that it shall be 
unlawful for any registered investment company to distribute 
long-term capital gains more often than once every twelve 
months in contravention of the rules and regulations pre- 
scribed by the Commission. Rule 19b-1 under Section 19(b) 
of the Act prohibits the distribution by a registered investment 
company of more than one long-term capital gain dividend in 
any one taxable year of the company. Applicant points to 
Investment Company Act Release No. 6834 announcing the 
adoption of Rule 19b-1, wherein, it asserts, the indicated 
principal purposes of Rule 19b-1 are: (a). to prevent share- 
holders from confusing dividends of interest income with 
distributions of capital gains; (b) to relieve investment com- 
pany managers from pressure to frequently realize such 
gains; (c) to mitigate improper sales practices related to the 
distribution of such gains; and (d) to eliminate the administra- 
tive expenses relating to quarterly or semi-annual capital 
gains distribution. 


Section 6(c) of the Act provides, in pertinent part, that the 
Commission by order upon application may conditionally or 
unconditionally exempt any person, security, or transaction, 
or any class or classes of persons, securities, or transactions, 
from any provision or provisions of the Act or of any rule or 
regulation thereunder, if and to the extent that such exemp- 
tion is necessary or appropriate in the public interest and 
consistent with the protection of investors and the purposes 
fairly intended by the policy and provisions of the Act. 


Applicant asserts that the requested exemption is appropriate 
in this case because it does not expect to realize any 
substantial amount of long-term capital gains given the nature 
of its investment policies and considering the types of securi- 
ties which are permissible investments for Applicant. It is 
represented that Applicant will clearly delineate the nature of 
any such distribution in the monthly check or in the quarterly 
Statement of account which Applicant will send to each 
shareholder. Applicant claims that its objective of seeking to 
provide investors with a way to earn income on their cash 


reserves while preserving capital and maintaining liquidity by 
investing in a portfolio of money market instruments maturing 
in one year or less relieves any pressure to seek long-term 
capital gains. It is also claimed that there is no measurable 
value in promoting Applicant by emphasizing increased earn- 
ings through the realization of long-term capital gains in light 
of Applicant's stated investment objectives. Applicant submits 
that any increase in administrative expenses caused by the 
distribution of long-term capital gains would be wholly insignif- 
icant to it, considering that daily computation of net income 
and declaration of dividends and periodic reports reflecting 
payments will be undertaken in any event. 


Applicant states that it wishes to maintain a constant net 
asset value by declaring any long-term capital gains when 
realized as part of a daily income dividend. It is submitted 
that, because of the unique nature of Applicant, no material 
interest of investors is served by restricting the frequency of 
long-term capital gains distributions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 17, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address stated 
above. Proof of such service (by affidavit or in case of an 
attorney-at-law by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon requesi or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9583/December 27, 1976 


In the Matter of 


MASSACHUSETTS MUTUAL LIFE INSURANCE COM- 
PANY 


and 


MASSMUTUAL INCOME INVESTORS, INC. 
1295 State Street 
Springfield, Massachusetts 01111 


(812-4042) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT AND 
RULE 17d-1 THEREUNDER AND PURSUANT TO SEC- 
TION 17(b) OF THE ACT. 


Massachusetts Mutual Life Insurance Company (the “Insur- 
ance Company”), a mutual life insurance company organized 
under the laws of the Commonwealth of Massachusetts, and 
MassMutual Income Investors, Inc. (the “Fund”), a diversi- 
fied, closed-end management investment company regis- 
tered under the Investment Company Act of 1940 (the “Act”), 
(hereinafter collectively referred to as ‘“Applicants”), filed an 
application on October 15, 1976, and an amendment thereto 
on November 22, 1976, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder for an order of the Commission 
permitting the Insurance Company to purchase $7,000,000 
principal amount, and the Fund to purchase $1,000,000 
principal amount, of a new issue of 93/4% Notes due in 1998 
(the “New 1998 Notes”) of Sohio/BP Trans-Alaska Pipeline 
Capital, Inc. (“Capital’’) at 100% of the principal amount 
thereof and permitting the Fund to consent to the amendment 
of an indenture (the “Indenture”) relating to a prior series of 
notes issued by Capital, or, in the event the Insurance 
Company purchases those Notes before the issuance of 
such order, for an order pursuant to Section 17(b) of the Act 
exempting from the provisions of Section 17(a) of the Act the 
sale by the Insurance Company of $1,000,000 principal 
amount of New 1998 Notes to the Fund. 


On December 1, 1976, a notice was issued (Investment 
Company Act Release No. 9550) of the filing of the applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. 
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No request for a hearing has been filed, and the Commission 
has not ordered a hearing. The matter having been consid- 
ered, it is found, on the basis of the information contained in 
the application, that the participation by the Fund in the 
proposed transaction is consistent with the provisions, poli- 
cieS and purposes of the Act and is not disadvantageous to 
the Fund. Accordingly, 


iT IS ORDERED, pursuant to Section 17(d) of the Act and 
Rule 17d-1 thereunder, that the proposed joint purchase, by 
the Insurance Company and the Fund, of the New 1998 
Notes be, and is hereby, permitted. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


NARRAGANSETT CAPITAL CORPORATION 
40 Westminster Street 
Providence, Rhode Island 02903 


(812-4024) 


ORDER PURSUANT TO SECTIONS 17(b) AND 17(d) OF 
THE ACT AND RULE 17d-1 THEREUNDER. 


On December 6, 1976, notice was given (Investment Com- 
pany Act Release No. 9556) of an application filed on August 
31, 1976, and amended on October 26, 1976, and November 
29, 1976, by Narragansett Capital Corporation (‘Applicant’), 
registered under the Investment Company Act of 1940 (the 
“Act’) as a non-diversified, closed-end management invest- 
ment company, and licensed as a small business investment 
company under the Small Business Investment Act of 1958, 
requesting an order of the Commission pursuant to Section 
17(b) of the Act exempting from the provisions of Section 
17(a) of the Act, and pursuant to Section 17(d) of the Act and 
Rule 17d-1 thereunder, permitting certain transactions pro- 
posed to be made (the “Proposed Transactions”) in connec- 
tion with the acquisition by Necro Realty, Inc., a wholly-owned 
subsidiary of Bevis Industries, inc., a corporation presumed to 
be controlled by Applicant, of all of the outstanding stock of 
Greenville Tube Corporation, also presumed to be controlled 
by Applicant. 


The notice gave interested persons an opportunity to request 

















a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found, on the basis 
of the information stated in the application, that the terms of 
the Proposed Transactions, including the consideration to be 
paid and received, are reasonable and fair and do not involve 
overreaching on the part of any person concerned, and that 
the Proposed Transactions are consistent with the policy of 
Applicant and the general purposes of the Act. It is further 
found, on the basis of such information, that the participation 
by Applicant in such Transactions, on the basis proposed, is 
consistent with the provisions, policies and purposes of the 
Act and is on a basis not less advantageous than that of 
other participants. Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, that 
the application to exempt consummation of the Proposed 
Transactions from the provisions of Section 17(a) of the Act 
be, and hereby is, granted. 


IT IS FURTHER ORDERED, pursuant to Section 17(d) of the 
Act and Rule 17d-1 thereunder, that the application to permit 
Narragansett to participate in the Proposed Transactions, to 
the extent requested, be, and hereby is, granted. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 7700/December 22, 1976 


SEC v. Richard M. Hirschfeld, William H. Chapman 
(E.D. Pa., Civil Action No. 76-3887) 


Paul F. Leonard, Administrator of the Washington Regional 
Office, announced that on December 21, 1976, the Honora- 
ble James H. Gorbey, United States District Judge for the 
Eastern District of Pennsylvania, entered judgments against 
Richard M. Hirschfeld and William H. Chapman, both of 
Virginia Beach, Virginia. The judgments permanently enjoin 
Hirschfeld and Chapman from violating the anti-fraud and 
reporting provisions of the Securities Act of 1934 with respect 
to securities issued by Atlantic General Corporation (formerly 
National Mini- Theatres, Inc.) or any other securities. 


Hirschfeld and Chapman consented to the entry of these 
judgments without admitting or denying the allegations of the 
Commission's complaint. That complaint, filed on December 
17, 1976 charged that Hirschfeld and Chapman fraudulently 
obtained control of National Mini-Theatres, Inc., a public 
company based in Philadelphia, Pennsylvania, and thereafter 
engaged in a scheme to “loot” its assets. The Commission 
further charged that as part of their fraudulent actions, 
Chapman and Hirschfeld filed false reports with the Commis- 
sion and made material misstatements and omissions to 
National Mini- Theatres’ stockholders. 





Litigation Release No. 7701/December 22, 1976 


SEC v. EDWARD GINSBERG, ET AL. 
(N.D. Ohio, Civil Action No. C-76-1116) 


William D. Goldsberry of the Securities and Exchange Com- 
mission’s Chicago Regional Office announced that on De- 
cember 15, 1976, Judge William K. Thomas, United States 
District Court, Northern District of Ohio, Eastern Division, 
signed an Order of Permanent Injunction against Robert J. 
Lax, a resident of Chagrin Falls, Ohio. Said Order enjoined 
him from further violations of the registration and antifraud 
provisions of the Securities Act of 1933 and the antifraud 
provisions of the Securities Exchange Act of 1934 in connec- 
tion with the offer and sale of securities, namely, investment 
contracts in the form of limited partnership interests in the 
limited partnerships of Equity Ft. Worth, Equity Dallas, Equity 
Peteison Land, Equity Peterson Building, Las Casitas ll, Del 
Lago, Las Colinas, River Del Rey Il, Las Colinas il, St. 
Petersberg Land, St. Petersberg Building, River Del Rey lil, 
Las Colinas Ill, H. P. Yankee, Phoenix Phase | and Oak 
Ridge Associates. 


Mr. Lax consented to the entry of the Order of Permanent 
Injunction without admitting or denying the allegations of the 
Commission's Complaint, which was filed on October 19, 
1976. 





Litigation Release No. 7702/December 22, 1976 


SEC v. HJH, INC., CAPPETRO, INC., ET AL 
(N.D. Tex.) CA3-76-1611-F 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that Federal District Judge Robert B. Porter at 
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Dallas, Texas on December 15, 1976 entered a temporary 
restraining order against HJH, Inc., Cappetro, Inc. and Fossil 
Petroleum Corporation, all of Dallas. The temporary restrain- 
ing order prevents further violations of the securities registra- 
tion and antifraud provisions of the federal securities laws in 
connection with the offer and sale of more than $27,000,000 
in fractional undivided working interests in oil and gas wells 
issued by Cappetro, Inc. 


Judge Porter also appointed William B. West, Ill, First Na- 
tional Bank Building, Dallas, Texas as temporary receiver for 
HJH, Inc., Cappetro, Inc. and Fossil Petroleum Corporation. 


The. Commission, in a civil injunctive complaint filed the same 
day, alleged HJH, Inc., Cappetro, Inc., Fossil Petroleum 
Corporation, Heinz Jurgen Hesse, Lawrence N. Cook and 
John P. Poulos, all of Dallas, and Wayne Michael Luter, 
Mesquite, Texas, violated the securities registration and 
antifraud provisions of the federal securities laws in the 
operation of a Ponzi scheme involving the offer and sale of 
fractional undivided working interests in more than 130 oil 
and gas wells located in West Virginia, Ohio, Kentucky and 
Texas to approximately 1,000 European investors, primarily 
residents of Germany, Switzerland and Italy. 


The complaint further alleged that HJH, Inc., Cappetro, Inc.., 
Fossil Petroleum Corporation, Hesse, Cook, Luter and Pou- 
los beginning in January 1974 conceived and implemented a 
Ponzi scheme involving the making of oil and gas production 
payments to investors which have no relationship to the 
actual oil and gas production, as exemplified by Cappetro 
Inc.’s payment for the 10 month period ending in August 1976 
of $7,821,935 in purported production payments as against 
actual oil and gas production of $434,907 for the same 
period. 


Also on December 15, 1976 Hesse was arrested by federal 
authorities pursuant to a federal criminal complaint alleging 
violations of the antifraud provisions of the federal securities 
laws. Bond was set by the Dallas federal magistrate, Bailey 
Rankin, at $200,000. 





Litigation Release No. 7703/December 22, 1976 


United States v. James G. McCollom, et al 
CR-3-76-132 (N.D. Tex.) 


Richard M. Hewitt, Regional Administrator of the Fort Worth 
Regional Office, and Michael P. Carnes, United States Attor- 
ney for the Northern District of Texas, today announced that 
Federal District Judge Robert M. Hill at Dallas, Texas on 
December 17, 1976 sentenced James G. McCollom and Kyle 
G. Bretz, both of Dallas, to 25 years imprisonment each, and 
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James L. Cockrell, Dallas, Troy E. Becker of Seattle, Wash- 
ington and Theodore M. Dunkle, San Diego, California to 15 
years imprisonment each following their conviction after trial 
on a total of 16 counts each of mail fraud, wire fraud, 
interstate transportation of stolen property and conspiracy. 


McCollom, Bretz, Cockrell, Becker and Dunkle were indicted 
in connection with the offer and sale of purported call options 
for silver bullion and refining contracts issued by Tex-A-Chief, 
Inc. and Kyle Bretz Enterprises, Inc., both of Dallas. 


The indictment alleged that McCollom, Bretz, Cockrell, 
Becker and Dunkle conspired to sell and sold call options for 
silver bullion and refining contracts to investors based on the 
defendants’ ability, through secret processes, to extract silver 
from low-grade, graphitic schist ore located on property near 
Llano, Texas. The indictment further alleged that no such 


‘ secret processes exist and that the ore in question did not 


contain silver in commercial quantities. 


For further information, see Litigation Release Nos. 7205, 
7278, 7321A, and 7671. 





Litigation Release No. 7704/December 22, 1976 


UNITED STATES v. NORMAN C. CROSS, ET AL 
(U.S.D.C. N.D. OKLA.) 76-CR-23 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, and 
Nathan Graham, United States Attorney for the Northern 
District of Oklahoma, today announced that on December 15, 
1976 Federal District Judge Allen E. Barrow at Tulsa, Okla- 
homa after a 13-week trial acquitted Norman C. Cross, Tulsa, 
on all 10 counts of an indictment charging mail fraud and 
conspiracy in connection with the certification of financial 
statements of Home-Stake Production Company, Tulsa. 
Judge Barrow granted the defendant's motion for a directed 
verdict. 


Sentencing of the remaining defendants, Robert S. Trippet, 
Frank E. Sims, Harry L. Fitzgerald, Tulsa, all of whom pled 
prior to trial, was set for December 21, 1976. 





Litigation Release No. 7705/December 22, 1976 


SEC v. FIRST NATIONAL CORPORATION, ET AL 
(S.D. TX.) CA File No. 73-H-39 




















Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced the entry of an order on December 13, 1976, by 
Federal District Judge Woodrow Seals, Houston, Texas, 
dismissing, with prejudice, its complaint as to defendant 
Federal Investment Corporation of Kansas City, Missouri. 


The Commission on November 16, 1976, had filed a motion 
to dismiss, with prejudice, the complaint as to the single 
defendant. The complaint which was originally filed on Janu- 
ary 10, 1973, alleged that Federal Investment Corporation 
had violated the anti-fraud provisions of the federal securities 
laws. 


For further information see Litigation Release Nos. 5692, 
5707, 5851, 6103, 6213 and 7444. 





Litigation Release No. 7706/December 22, 1976 


SEC v. P&A SALVAGE CORP. 
(S.D. TEX.) CA File No. 76-H-1898 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange. Commission, today 
announced that on December 13, 1976 Federal District 
Judge Robert D. O'Conner at Houston, Texas entered Orders 
of Permanent !njunction against P&A Salvage Corp., d/b/a 
Pasco Operating Company, Bernell A. Becker, Emanuel N. 
Bender, Robert S. Bender and Robert S. Trasin, all of 
Houston. 


The Orders enjoin the defendants from further violations of 
the registration and antifraud provisions of the federal securi- 
ties laws. The defendants consented to the entry of the 
permanent injunctions without admitting or denying the alle- 
gations of the Commission's complaint. 


The complaint, filed on November 15, 1976, alleged that P&A 
Salvage Corp., d/b/a Pasco Operating Company, Bernell A. 
Becker, Emanuel N. Bender, Robert S. Bender and Robert S. 
Trasin violated the registration and antifraud provisions of the 
federal securities laws in connection with the offer and sale of 
limited partnership interests and fractional undivided working 
interests in oil and gas leases issued by P&A Salvage Corp. 
d/b/a Pasco Operating Company. The complaint further al- 
leged that the defendants made false and misleading state- 
ments in connection with the offer or sale of the securities 
concerning, among other things, the risks involved in oil and 
gas investments, the amount of income an investor could 
receive from an investment in oil and gas interests, the 
financial condition of the issuer. and the payment of commis- 
sions to saiesmen 


For further information see Litigation Release No. 7665. 





Litigation Release No. 7707/December 22, 1976 


SEC v. RESOURCE EXPLORATION, INC., ET AL. 
(W.D. La.) (CA No. Cl 76-1328) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced the_filing on December 14, 1976, of a civil 
injunctive complaint in Federal District Court at Shreveport, 
Louisiana, against Resource Exploration, Inc., Lafayette 
Funds, Inc., Oil & Gas Funds, Inc., all of Canton, Ohio, 
formerly of Shreveport, J. C. Trahan and Walter T. Pfeiffer, 
both of Shreveport, Bobby J. May of Benton, Louisiana, First 
National Bank (of Ruston, Louisiana), Sam M. Thomas, Jr. 
and James H. Hall, all of Ruston, Louisiana, alleging viola- 
tions of the antifraud provisions of the federal securities laws 
in connection with the offer, sale and management of oil and 
gas drilling funds organized by Lafayette Funds, Inc. and Oil 
& Gas Funds, Inc. 


The complaint alleged that the defendants, among other 
things, misrepresented to investors in the drilling funds that 
the investors could obtain income tax deductions of up to 
twice the amount of their investments by virtue of purported 
non-recourse loans obtained on behalf of the drilling funds at 
the First National Bank (of Ruston, Louisiana). The complaint 
further alleged that the purported non-recourse loans were 
sham transactions and, as a result, did not justify the income 
tax deductions which were held out to investors. 


The complaint further alleged that Resource Exploration, !nc., 
Lafayette Funds, Inc., Oil & Gas Funds, Inc., Trahan, May 
and Pfeiffer misrepresented certain material facts to investors 
concerning, among other things, the status of an Internal 
Revenue Service audit of drilling funds sponsored by Lafay- 
ette Funds, Inc. and Oil & Gas Funds, Inc., the length of time 
before investors could receive income from the drilling funds, 
and the use of the proceeds derived from the sale of interests 
in the drilling funds to investors. 


The Commission's complaint requested injunctions against all 
defendants, disgorgement by First National Bank of approxi- 
mately $70,000 in “loan fees” paid in connection with the 
purported non-recourse loans, and ancillary relief relating to 
Resource Exploration, Inc., Lafayette Funds, Inc. and Oil & 
Gas Funds, Inc. 


Federa! District Judge Nauman S. Scott, at Alexandria, 
Louisiana, set a hearing on January 4, 1977, on the Commis- 
sion’s Motion for a Preliminary Injunction. 





Litigation Release No. 7708/December 22, 1976 
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S.E.C. v. Westinghouse Electric Corporation, Civil No. 76- 
2323 


The Securities and Exchange Commission announced that 
on December 21, 1976, the Commission filed a complaint for 
a permanent injunction in the U.S. District Court for the 
District of Columbia alleging that Westinghouse Electric Cor- 
poration (“Westinghouse”) violated the filing provisions of 
Section 13(a) of the Securities Exchange Act of 1934 and 
Rules 13a-1, 13a-11 and 13a-13 thereunder and the antifraud 
provisions of Section 17(a) of the Securities Act of 1933 and 
Section 10(b) of the Securities Exchange Act of 1934 and 
Rule 10b-5 thereunder. 


The complaint alleges that Westinghouse had a material 
potential financial exposure as a result of uncovered contrac- 
tual commitments to deliver uranium that was not disclosed in 
a timely manner to the investing public through press re- 
leases and in filings with the Commission. Without admitting 
or denying the allegations in the complaint Westinghouse 
consented to the entry of a final judgment permanently 
enjoining it from future violations of such anti-fraud and 
periodic reporting requirements of the federal securities laws. 
in addition, Westinghouse has agreed, as a part of the 
settlement, to institute procedures specifically designed to 
prevent future violations. 





Litigation Release No. 7709/December 27, 1976 


SEC v. Frank X. Orofino, et al. 
(S.D.N.Y.) 76 Civil Action No. 5553 (WK) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission (“Com- 
mission”), announced that on December 14, 1976 the Com- 
mission filed a Complaint for injunctive relief in the United 
States District Court for the Southern District of New York 
charging the following defendants with violations of the 
registration provisions of the Securities Act of 1933 (“Securi- 
ties Act”) in connection with the offer and sale of the common 
stock of Tucker Drilling Company, Inc. (“Tucker”): 


Frank X. Orofino of New York, New York 
Ronald A. Martini of Jackson Heights, New York 
Frank Coppa of Staten Island, New York 

Marvin S. Bernstein of Union, New Jersey 

Pat Catizone of Morristown, New Jersey 

E. William Aquilante of Johnston, Rhode Island 
Caro! Wynn of North Woodmere, New York 
Diane Aquino of Jackson Heights, New York 
Comstock Holding Corp. of New York, New York 
First Colony Corp. of New York, New York 

TAO & Co. of New York, New York 
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Valores Istmenos, S.A. of Union, New Jersey 
Colonial Securities, Inc. of Jersey City, New Jersey 
Intermountain Transfer Corp. of Salt Lake City, Utah 


The Complaint further charges Orofino, Martini, Coppa, Bern- 
stein, Catizone, Aquilante, Wynn, Comstock, TAO, Colonial 
and Robert Sudol, Jr. of Fairfield, New Jersey; Robert 
Bossert of Clinton, New Jersey; Louis Juliana of Emerson, 
New Jersey and Robert DeCanio and Sheldon Wilshinsky of 
New York, New York with violations of the anti-fraud provi- 
sions of the federal securities laws in connection with the 


purchase, offer to sell and sale of the common stock of 
Tucker. 


Specifically, the Complaint alieged that during the period from 
late 1974 through March 1976 several of the defendants and 
others gathered approximately 300,000 shares of Tucker's 
common stock, representing approximately 19% of Tucker’s 
issued and outstanding stock and subsequently sold and 
assisted in the sale of virtually all of these securities through 
their own and nominee accounts at several broker-dealers. 
According to the Complaint, the defendants failed to comply 
with the registration requirements of the Securities Act in 
connection with these sales. 


The 300,000 shares of Tucker stock included approximately 
200,000 shares bearing restrictive legends. It is further al- 
leged that, of these 200,000 shares, restrictive legends were 
removed by Intermountain, Tucker’s transfer agent, from 
131,000 shares, without any legal justification. 


The Complaint also charges that certain of the defendants 
facilitated the sale of these securities by making undisclosed 
payments of cash and stock to several other defendants as 
inducements for their recommending the purchase of Tucker 
stock to their customers. 


Moreover, it is alleged that certain of the defendants, while 
engaged in this distribution of Tucker stock, bid for, pur- 
chased and induced others to purchase Tucker stock in 
violation of the anti-fraud provisions of the federal securities 
laws. 


On December 14, 1976, simultaneous with the filing of the 
Commission's Complaint, DeCanio and Wilshinsky con- 
sented, without admitting or denying the Commission's alle- 
gations, to the entry of final judgments of permanent injunc- 
tion enjoining them from engaging in any fraudulent conduct 
in connection with the offer, sale or purchase of the common 
stock of Tucker or any other securities. 


In connection with the filing of the injunctive action, the 
Commission announced the institution of administrative pro- 
ceedings against DeCanio and Wilshinsky. The Commission 
also announced ihe acceptance of an offer of settlement from 
them conseniing, without admitting or denying any of the 
Commission's findings, to the issuance of an Order Instituting 
Proceedings and Findings, Opinion and Order of the Com- 
mission. 
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Mr. Moran wishes to acknowledge that the National Associa- 
tion of Securities Dealers, Inc., assisted the Commission in its 
investigation leading to the filing of the Complaint in this 
matter. 





Litigation Release No. 7710/December 27, 1976 


U.S. vs. IVAN A. EZRINE 
U.S. D.C., E.D. Mo., E.Div., No. 75-347 Cr. 


William D. Goldsberry, Administrator of the Chicago Regional 
Office of the Securities and Exchange Commission, and John 
Birkby, Special Attorney of the Organized Crime Strike Force 
in St. Louis, Missouri, announced that on November 29, 
1976, Ivan A. Ezrine pleaded guilty to a one-count informa- 
tion which charged him with conspiracy to violate the federal 
securities laws, the bank fraud, mail fraud and wire fraud 
statutes, and the statute prohibiting the transportation of 
monies taken by fraud. 


Ezrine was accused of conspiracy to defraud a Swiss citizen 
in connection with the purchase of shares of Micromation 
Technology, Inc., and of mis-use of debentures of Swiss 
Enterprise Corporation of Delaware in connection with bank 
loans. 


Ezrine’s plea was accepted by The Honorable H. Kenneth 
Wangelin, judge of the U.S. District Court for the Eastern 
District of Missouri, in St. Louis, Missouri, who sentenced 
Ezrine to 5 years probation. 





Litigation Release No. 7711/December 27, 1976 


SEC v. BRIGADOON SCOTCH DISTRIBUTORS, LTD., et 
al. 
(S.D.N.Y., 74 Civil 5422) 


William D. Moran, Adininistrator of the New York Regional 
Office, announced that on November 23, 1976 the Honorable 
Morris E. Lasker of the United States District Court for the 
Southern District of New York signed a default judgment of 
permanent injunction restraining Highland-Dunes Scotch 
Investors, Ltd. also d/b/a Highland-Dunes Scotch Whisky 
Investors (BAH) Ltd. (“Highland-Dunes”) of Nassau, Baha- 
mas and Maurice Moore (“Moore”) of Nassau, Bahamas 
from further violations of the registration provisions of the 
federal securities laws in connection with their offer and sale 
to the public of investment interests in scotch whisky. In 
addition, Judge Lasker signed orders directing Highland- 
Dunes and Moore to disgorge all proceeds realized by virtue 
of their sales to the public of investments in scotch whisky. 


For further information, see Litigation Release Nos. 6640, 
6761 and 7244. 





Litigation Release No. 7712/December 27, 1976 


US v. Leslie Zacharias et al 
(74 Crim 403 G (USDC, MA) 


Floyd H. Gilbert, Administrator of the Boston Regional Office 
of the Securities and Exchange Commission, James N. 
Gabriel, U.S. Attorney for the District of Massachusetts, and 
Gerald E. McDowell, Chief Attorney of the New England 
Organized Crime Strike Force announced that on December 
9, 1976 Arthur Souretis, Marshfield, Massachusetts was 
sentenced by Federal District Judge W. Arthur Garrity, Jr. to 
a sentence of two years, the sentence being suspended, two 
years probation and a $2,000.00 fine. (U.S. v. Leslie Zacha- 
rias, et al, 74 Crim. 403 G (USDC, MA)) 


Souretis pled guilty on November 18, 1976 to a charge of 
violation of the anti-fraud provisions of the Securities Ex- 
change Act of 1934 in connection with transactions in the 
common stock of Pollution Dynamics Corporation. 


For further information see Litigation Releases 6615 and 
7418. 





Litigation Release No. 7713/December 27, 1976 


U.S. v. ARNOLD MALKIN (W.D., Pa.) 
(U.S.D.C. Western District of PA) 76-151 


William D. Goldsberry, Administrator of the Chicago Regional 
Office of the Securities and Exchange Commission, and Blair 
A. Griffith, United States Attorney in Pittsburgh, Pa., an- 
nounced that on November 10, 1976, Arnold Malkin, formerly 
of Youngstown, Ohio, entered a plea to seven counts of an 
11 count indictment charging him with violations of U.S. 
criminal statutes concerning the interstate transportation of 
stolen property, wire fraud, and mail fraud. The remaining 
counts of the indictment were dismissed on the motion of the 
prosecution. 


Malkin’s plea was accepted by the Honorable Daniel J. 
Snyder, Judge of the U.S. District Court for the Western 
District of Pennsylvania, who sentenced him to a total of two 
years imprisonment. 
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Litigation Release No. 7714/December 28, 1976 


SEC v. MICROTECTONICS, INC. 
(W.D.N.Y. 76 Civil 595) 


William D. Moran, Administrator of the New York Regional 
Office, announced that on December 16, 1976, the Securities 
and Exchange Commission (‘Commission’) filed a Complaint 
in the United States District Court for the Western District of 
New York against Microtectonics, Inc. (“Micro”) seeking to 
enjoin that corporation from further violations of the registra- 
tion provisions of the federal securities laws. Micro, a corpo- 
ration located in Alden, New York, is engaged in the manu- 
facture and sale of microelectronic circuitry. 


The Complaint alleged that Micro has been violating Sections 
5(a) and 5(c) of the Securities Act of 1933 since on or about 
March 1, 1969. Since that time, it has offered, sold and 
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delivered after sale more than 567,000 shares of its common 
stock at prices ranging from $.01 to $4.00 per share for an 
aggregate of more than $612,000 to approximately 70 mem- 
bers of the investing public residing in Florida, Illinois, Mary- 
land, New York, Ohio and Texas. No registration statement 
has ever been filed or is in effect with the Commission with 
respect to any securities of Micro. 


Without admitting or denying any of the allegations of the 
Compiaint, Micro consented to the entry of a Final Judgment 
of Permanent Injunction against it wherein it is enjoined from 
further violations of the registration provisions of the federal 
securities laws. On the same date as the filing of the 
Complaint, the Honorable John T. Elfvin, Judge of the United 
States District Court for the Western District of New York 
signed the Final Judgment of Permanent Injunction against 
Micro. The Judgment was also entered on December 16, 
1976. 
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